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As temperatures and pressures increase in steam-electric power 
plants, the problems involved in designing, engineering, and fabri- 
cating main and reheat steam piping multiply themselves many 
times over. This emphasizes, more than ever, the value of the long 
experience, in the laboratory and on the job, of The M. W. Kellogg 
Company—leader in the power piping field. 

More evidence of M. W. Kellogg’s accumulated piping design 
experience and ability to tackle each new power piping project in 
its stride, is the company’s new 400-page book, ‘‘Design of Piping 
Systems’’— published early this year by John Wiley & Sons. The 
most comprehensive work ever made available publicly on the 
physical design of piping, it is one of the many ways M. W. Kellogg 
cooperates with consulting engineers, engineers of power gener- 
ating companies, and manufacturers of boilers, turbines, and allied 
equipment. An outline of contents is shown above. 
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You can be sure of getting your copy of this limited edit 
of “Design of Piping Systems’ by writing now to M. 


Kellogg, asking to be notified as soon as the bock is av 


able. Ask also for the new, free, 12-page booklei, “Pitl 
Flexibility Analysis,’ which shows how M. W. Kellog 
various flexibility analyses techniques can cut piping de 
and construction costs. 
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discriminatory administration of laws; for 
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There’s no stopping Reddy Kilowatt in his determination 
to more than measure up to the nation’s growing power 
needs. In 1955 America’s healthiest, strongest young man 
shot up a whopping 13,000,000 kilowatts in electrical 
generating capacity—outstripping his record performance 
of 1954. Now he is 115,000,000 kilowatts tall, almost 
two and one-half times his size in 1945. 


Busy as he is in homes, stores, offices and factories, 
Reddy finds time to look ahead. Farsighted electric com- 
panies throughout the country (and in your town, too) 
already have charted the nation’s power needs for the 
future and are engaged in a steady, continuing program to 
insure that an abundant supply of economical electricity 
always will be available wherever and whenever needed. 


Most of the abundant, economical electrical power 
generated today comes from steam plants burning coal, 
oil and gas. A large share of this steam is supplied by 
B&W Boilers incorporating the latest advances in com- 
bustion and steam generating technology. As it has for 
nearly a century, The Babcock & Wilcox Company con- 
tinues to invest in research, manufacturing facilities and 
engineering skills needed to keep our steam generating 


technology ahead of the nation’s needs. 
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| anaes more than a year ago, there 
was published a photograph of a lot 
of typical, relaxed American people en- 
joying themselves at some kind of a meet- 
ing under a canvas tent. The caption said 
they were enjoying some southern fried 
chicken. But that was obvious. 


Ir could have been a church dinner, or 
a lodge dinner, or a political dinner, or 
any other kind of an outing which would 
bring a group of fun-loving Americans 
out on a sunny day to eat chicken under 
a tent, in congenial surroundings. What 
interested the editors, however, was the 
fact that these people eating fried chicken 
on an obviously warm day—some in shirt 
sleeves, slacks, and other informal attire 
—were stockholders “in meeting assem- 
bled.” Of course, the actual meeting had 
been adjourned for lunch. But the very 
idea that such a group could be so closely 
connected with what is usually considered 
a rather conservative and formal proceed- 
ing was an eye opener. 


Upon reading the smaller type accom- 
panying the photograph, it turned out that 
these stockholders were the guests of the 
Gulf Power Company, a subsidiary of 
The Southern Company, which was hold- 
ing its 1955 annual meeting near the site 
of the company’s steam-electric generating 
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plant just outside Pensacola, Florida. 
There were about 500 of these stockhold- 
ers and they came to enjoy a day’s outing 
and proceeded to do so. 


HILE regional meetings of stock- 

holders are not entirely new, this ex- 
ample of its practice in the utility industry 
aroused our editorial interest. And so 
Ralph S. Child of the editorial staff of 
this publication was assigned to interview 
EuGENE A. YATES, board chairman of 
The Southern Company. The leading ar- 
ticle in this issue is the result of that inter- 
view and contains a verbatim report of 
Mr. YATEs’ statement to Mr. Child. It 
will be noted therein that the “camp meet- 
ing” near Pensacola in 1955 was not the 
first of these meetings. The first had been 
held in 1953 at Martin dam, in Alabama, 
and proved so popular that another was 
held in 1954 at Plant Yates in Georgia, 
and the third was held in Florida. 


* * *K 


ones ownership of public utility serv- 
ices is so commonplace on the Euro- 
pean continent that one does not hear much 
discussion in those countries about wheth- 
er or not it is “socialistic.” It is generally 
admitted to be so. Argument on that issue 
seems to be confined more or less to the 
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doubles as P. A. system 


If you, or your dispatcher, have ever called a 
work crew and received no answer because com- 
pressors, ditchers and other noises drowned out 
the radio’s message, or because all men were work- 
ing too far from the truck to hear the call—you 
need Motorola’s **Big Voice’’. 


High noise level is no problem when your trucks 
carry the new “*Big Voice’’ 2-way radio system. 
The weatherproof loudspeaker, mounted outside 
the truck cab, shouts with 10 times the normal 
audio power to carry your message clearly hun- 
dreds of feet away. And there’s no more need to 
waste a man on stand-by duty at the truck. 


A bonus feature permits the foreman to use the 
“Big Voice’’ asa public address system, using the 
standard ‘‘Big Voice’? mike when he’s in the cab 
and the optional ‘‘Handie-Micro-Talkie” cordless 
mike when remote from the truck. The “Big 
Voice’’ radio, audio, and P.A. booster fit com- 
pactly inside Motorola’s standard mobile housing. 
The outside speaker can be muted for normal radio 
use, of course. 


When you buy your next 2-way radio, make it 
Motorola’s **Big Voice’’ and get the extra benefits 
of this versatile unit. Send for complete descrip- 
tive literature today. 


2-WAY RADIO 


MOT@ROLA CON a & ELECTRONICS, INC. 
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ERS MAJESTIC ELECTRON LTD. TORONTO. CANADA 
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Complete unit fits inside standard mobile housing =< from radio to P.A. and back with just a 
flip of a switch 


Motorola consistently supplies more mobile and portable 

radio than all others combined. 

Proof of acceptance, experience and quality. 

The only COMPLETE radio communications service— 
specialized engineering... product... customer 
service... parts... installation... 
maintenance... finance... lease. 

“The best costs you less—specify Motorola.” 








PAGES WITH THE EDITORS (Continued) 


United States and other areas where gov- 
ernment-owned operations have only be- 
gun their penetrating advance into a realm 
hitherto reserved for private enterprise in 
recent years. So, it is an academic question 
to ask in some of these European coun- 
tries whether state operation of utilities 
per se is Socialism, because the state op- 
erates so many other forms of enterprise 
that there is very little doubt about the 
existence or advance of Socialism. 


BuT in some respects government op- 
eration of utilities in Europe differs quite 
a bit from latter-day experiments along 
the same line in the United States. For one 
thing, it was often the result of necessity, 
not choice or policy. Those state utility 
monopolies which go back beyond the 
present century often were created because 
of a default in private enterprise. Venture 
capital, before the turn of the century, was 
not very plentiful for experiments in new 
utility operations. So, if the government 
had not taken the initiative, these services 
would not have been started or at least 
started as early as they were. It was not a 
case, in other words, of the government 
taking over or displacing an e.risting sys- 
tem of private industry operations, sub- 
ject to government regulation, such as pre- 
vails in the United States. 


ie Sweden, another characteristic has 
been noted regarding government op- 
eration of utility services. That is an in- 
sistence on independent and businesslike 
administration to assure orderly and effi- 





THOMAS C. CAMPBELL, JR. 


cient management, and to make certain 
that the services are paying their own way. 
There is provision, or at least allowance, 
for both interest and tax components. 
There is a recognition that depreciation 
accruals on a strict cost basis (such as 
prevails in many state regulatory systems 
of the United States) are not realistic in 
the light of replacement costs. 


Hans A. HEIMBURGER, whose article on 
state-owned utilities in Sweden begins on 
page 222, is head of the financial depart- 
ment of the Swedish Board of Telecom- 
munications. This department chiefly han- 
dles financial and rate questions for the 
Swedish Telecommunications Administra- 
tion. Born in 1896, Mr. HEIMBURGER 
after university studies in mathematics, 
statistics, and political economy, entered 
the Swedish Telecommunications Admin- 
istration in 1920 as a statistician. He was 
in charge of telegraph statistics from 1932 
to 1941, at which time he became head of 
the board’s financial division. He has been 
Swedish delegate to international commu- 
nications conferences and is the author of 
several volumes on the history of the 
Swedish Telegraph Administration, which 
goes back to 1853. 


becuse C. CAMPBELL, JR., whose ar- 
ticle on public attitudes with respect 
to utility operations begins on page 230, 
is a native of Virginia and a graduate of 
Lynchburg College (AB, ’42) and the 
University of Pittsburgh (PhD, °48). 
During World War II he served as a na- 
val officer and is now a Lieutenant Com- 
mander in the Reserve. He joined the 
faculty of West Virginia University in 
1948 as assistant professor of economics 
and was promoted to assistant dean of 
the college of commerce in 1955. He is 
also associate professor of economics, 
specializing in transportation and public 
utilities. 


THE next number of this magazine will 
be out March Ist. 


Rr Gearsme. 
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| easily makes sharp positive prints, ready for of amazing time and money savings. It’s so fast... 
mediate use. The versatile Transcopy line so accurate . . . so simple to operate. Transcopy is 
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Coming IN THE NEXT ISSUE 


(March 1, 1956, issue) 


* 


HOW EFFICIENT IS THE BRITISH NATIONALIZED ELECTRIC INDUSTRY? 


The nationalized electric industry of Great Britain has been critically analyzed in a 
recent report of an independent committee appointed to study it by the British gov- 
ernment. The 7-man committee enumerated a series of faults, but said, in its unanimous 
report to Parliament, that the nationalized British electric industry is burdened with 
many faults, both technical and administrative, but cannot be condemned, on the whole, 
as being inefficient. Francis X. Welch, editor of Public Utilities Fortnightly, has ex- 
amined a special committee report and has written a digest article analyzing the various 
problems discussed which might be of interest to utility regulatory and management 
people in the United States, on a comparable basis. 


THE UTILITY FORECASTER HAS NO CRYSTAL BALL 

It is generally known and assumed that utility companies have to plan for increasing 
capacity to take care of increasing demands for service. They must foresee economic, 
geographic, and population trends as they affect the service area. Specific planning 
and location of future buildings and similar long-range projects must all be born on the 
drawing boards of those whose duty it is to project the utility company's needs into 
the future. James H. Collins of Hollywood, California, business author, has written an 
interesting general story, following personal interviews, of how these ‘'forecasters’’ 
operate. 


POLITICAL INTERESTS OF THE UTILITY STOCKHOLDER 

With every sign pointing towards a red-hot presidential campaign in the months to 
come, the utility companies find themselves likely to be an issue. But like the old joke 
about the dogs fighting over the bone, the bone itself cannot take any action. Its fate 
must be decided to some extent by the outcome of the contest between others. Utility 
management, “caught in the middle" of conflicting social and economic viewpoints 
of various political contestants, finds itself helpless to take affirmative and decisive 
action. Who, then, is able to look out for the important stake of the utility investor? 
One answer would seem to be the utility investor himself—but only to the extent that 
he is united with other investors in some manner independent of utility management, 
as such. William Jackman, president of the Investors League, Inc., gives us a brief but 
timely argument to the effect that utility investors can best help themselves by joining 
forces or taking frank, united, and forthright action in their own defense. 


* 


Als O .... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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.T WAS a slow process to turn out the coarsely 
ground coffee this ancient “machine” pro- 
duced, and the resulting brew was often 
highly variable in quality. 

It’s an even tougher grind to turn out ac- 
curate rate bill analyses and get them when 
needed, even when you employ skilled hands 
and modern office machines. The “One Step” 
Method of rate bill analyses has made all 


Recording & Statistical Corporation 
New York 13, N. Y. 


00 Sixth Avenue : 


other methods as obsolete as the antique pic- 
tured above. You get analyses in days in- 
stead of weeks, absolute accuracy can be 
guaranteed, the cost is 50% less and all the 
work is done in our office. 

Investigate the “One Step” Method today 
by asking for Booklet “FBA”. It’s free and 
there is no obligation, of course. 


= 


‘Your key 
to better figures”’ 
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“There never was in the world two opinions alike.” 


Harry A. BULLIs 
Chairman of the board, 
General Mills, Inc. 


SUMNER H. SLICHTER 
Economist, Harvard 
University. 


WILLIAM LANGER 
U.S. Senator from 
North Dakota. 


Joun C. Hazen 
lice president in charge of gov- 
ernment affairs, National Retail 
Dry Goods Association. 


Lewis L. STRAUSS 
Chairman, Atomic Energy 
Commission. 


A. V. ASTIN 
Director, National Bureau 
of Standards. 


Excerpt from New England Letter, 
published by The First National 
Bank of Boston. 
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‘Business should be presented to the public in the role 
it really occupies so that its importance to the nation may 
be thoroughly understood.” 


> 


“More important than the technical skills of manage- 
ment are its objectives and its philosophy—its faith in 
expansion, innovation, and competition.” 


, 


“You people here [in Tennessee] owe so much to all 
the rest of the United States. The government built 
TVA for you; now you ought to help us get it all over 
the rest of the country.” 


> 


“This [increase in the number of persons on the fed- 
eral payroll during the last six months] is more than a 
statistic, it is a threat to the welfare and freedom of 
every citizen, to his tax bill, and to the freedom of the 
market place.”’ 

¥ 


“No one, who studies the personal letters and the 
official papers of those formative years when Providence 
blessed our country with the most remarkable generation 
of statesmen ever to live in one land at the same time— 
no one who reads their words, can escape an awareness 
of their reliance upon divine goodness and the faith 
of these men in God.” 


¥ 


“The nature of our economic system is such that it 
must expand in order to remain vigorous and healthy. 
In an era when the opportunities for geographic expan- 
sion are almost nil, the only practicable means of ex- 
panding our economic system is through the develop- 
ment of new products or through the development of 
techniques for producing products more efficiently. Both 
of these depend on scientific and technological effort, 
involving continuing emphasis on mechanization in all 
of its phases.” 


¥ 


“A most dramatic evidence of the broad distribution 
of income in this country is shown by the tremendous 
output since the close of World War II of products con- 
sidered as luxuries in most countries of the world. For 
the years 1946 through 1954, this country has produced 
in the aggregate approximately 43,000,000 automobiles, 
38,000,000 television sets, and 126,000,000 radios. These 
figures are eloquent testimony of the incomparably high 
American living standards that have been made possible 
by personal initiative, ingenuity, and unprecedented pro- 
ductivity as well as freedom and opportunities for 
advancement.” 
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The surest method of prolonging and strengthening 






the service life of wood products is by pressure 






treating them in creosote. Poles, crossarms, 






conduit and other construction woods treated 











- 
4 with great strength throughout the life of the 


wood, and with high resistance to fungi, borers, 


in creosote have lasted for years and years, 
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@ CREOSOTED wooD Oo But as effective as creosote may be, it still has 






insects and all natural enemies of wood. 
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where the American Creosoting Company enters 






the picture. Amcreco’s creosoted materials have 






undergone the test of time, and their record 






of long, long years of service proven. 






Since its inception, over fifty years ago, the 






American Creosoting Company has been directly 






concerned with improving the quality of creosote 






treatment. Amcreco’s continuous program of research 






and development has brought improvements 






and refinements in the basic creosoting process. 






Amcreco’s pressure treatment creosoting methods 






are more effective than ever. 









Learn for yourself what these improvements 





can do for you. Take advantage of our half a century 






of experience. Write your nearby Amcreco sales office. 






Find out how you can receive the finest in treated 






wood products plus the service to go with it! 
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Shreveport Creosoting Company 
Colonial Creosoting Company 
Federal Creosoting Company 
Indiana Creosoting Company 





Georgia Forest Products Company 
Gulf States Creosoting Company’ 
Georgia Creosoting Company 
Kettle River Company 
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SIMPLIFY PREFERRED-TO-EMERGENCY SWITCHING WITH 


$2C’s new Package’ approach 


Here is a simplified solution to the demands for uninterrupted service . . . a complete 
throw-over “‘package’”’ that overcomes the disadvantages of previous methods that were 
unsightly, costly, and complicated. SeC’s new package is compact, economical, and 
completely enclosed—ideal for distribution and industrial substation applications. 


CD LOW COST—Standardized design and fac- 
tory assembly techniques provide substan- 
tial savings. The entire system is factory tested and 
ready to set into place . . . no costly on-the-site construc- 
tion, assembly, or check-outs to make. 


Ch SAFE—The tamper-proof metalclad unit pre- 
vents access to unauthorized persons. Thus 
it is suitable for residential and industrial areas. 


ATTRACTIVE APPEARANCE — All sensing, 
switching, and protective devices are en- 
closed in a metalclad unit. There are no ugly motor- 





driven, pole-mounted switches. Simple lines, neut 
finish, and compact, streamlined construction are I 
keeping with the planning of today’s residential an 
commercial neighborhoods. 


e 15-CYCLE AUTOMATIC THROW-OVE 
Throw-over in case of an outage is accol 
plished in about 15 cycles or less, rather than the sever 
seconds required with motor mechanisms. 


wo FULL LOAD INTERRUPTION—SzC Load lt 
terrupter components permit the entire loa 
to be dropped at any time under any conditions excep 
short circuit. : 
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¢ Cc Specialists in High-Voltage Switchgear for Electric Utilities since 1910 
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Twofold Benefits From The 





Analysts Journal 


1. 


Its timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED QUARTERLY BY THE NEW YORK SOCIETY OF SECURITY ANALYSTS 











THE ANALYSTS JOURNAL 
20 Broad Street, Room #908 
New York 5, N. Y. 


Gentlemen: 


-) Please enter my subscription for one year at the subscription rate of 
$5.00—United States; $5.50—Canada. 


() Please send me your advertising brochure. 








16 





— 





PUBLIC UTILITIES FORTNIGHTLY—FEBRUARY 16, [MEBRUAR 











Our new five-day 


financial seminars... 


have been designed to acquaint selected utility 
officials with the inner workings of New York’s 
financial community. 


These seminars are made possible through the help 
of many financial specialists who give a firsthand 
account of their particular operations. 


In addition, our well-known Public Utilities Round 
Tables will continue as in former years. 


IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $125,000,0 Total Assets over $1,400,000,000 
WiuaM N. santa Chairman of the Board Ricuarp H. West, President 
Public Utilities Department—Joun F. Cuitps, Vice President in Charge 
MEMBER PEDERAL DEPOSIT INSURANCE CORPORATION 





\ i 
a 


BRUAR: 16, 1956—PUBLIC UTILITIES FORTNIGHTLY 








More and more 
Utilities and Industries 
find the need for 







the help you wast“When you need it 





INVESTIGATIONS iy } fo 
REPORTS 9 9» © or & ore su 
FINANCING ss 
ACCOUNTING 7 
TAXES 3 
INSURANCE 4ewe a us 
PENSIONS We invite your inquiry. Ww 
RATES Write for our booklet describing 
maccegnennione in detail the many services 
er available to you. 
CONSULTING & DESIGN ENGINEERING 
PURCHASING Address: Department E 
INDUSTRIAL & PUBLIC RELATIONS 300 Park Avenue, New York 22, N. Y. 
ADVERTISING 


Cppnnuonuvnllh Seuss Que. 





COMMONWEALTH ASSOCIATES INC. 


300 Park Avenue, New York 22, N.Y. 
Jackson, Michigan Washington, D. C. 
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Why fine new power 
plants everywhere 
have Q-Panel Walls 


Builders of new power plants in all parts of the country 
have specified Q-Panel walls for the following very good 
reasons: 1. Q-Panels are permanent, dry and noncom- 
bustible, yet may be demounted and re-erected elsewhere 
to keep pace with expansion programs. 2. Q-Panels are 
light in weight, thus reducing the cost of framing and 
foundations. 3. Q-Panels have high insulation value .. . 
superior to a 12” masonry wall. 4. Q-Panels are quickly 
installed because they are hung, not piled up. An acre of 
wall has been hung in 3 days. For more good reasons for 
using Q-Panel construction, use the coupon below and 
write for literature. 





Robertson 


QO-Panels 


H. H. Robertson Company 
2424 FARMERS BANK BLDG. ° PITTSBURGH 22, PA. 


Offices in Principal Cities 
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Q-Panel walls grace the new Elrama Power 
Plant (above) near Pittsburgh. It was designed 
by Duquesne Light Company’s Engineering 
and Construction Department. The Dravo 
Corporation was General Contractor. 




















Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were used 
to enclose the impressive Hawthorn Steam 
Electric Station (left) of the Kansas City, Mis- 
souri, Power and Light Company. Ebasco Ser- 
vices, Inc., designed and built the plant. 


Please send a free copy of your Q-Panel Catalog. 


NAME — 





FIRM 





ADDRESS 
PUFI 
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Today...corn stubble 
Tomorrow... power for America... 






FROM THE FIRST MOMENT Pioneer is retained to help you 
plan your new electric power station, Pioneer becomes 
a part of your company, thinking and planning in your 
best interests . . . Pioneer has 52 years of experience 
to aid in determining the necessary plant capacity and 
its construction cost, to select the site and design the 
generating station . . . Pioneer will also design any 
p needed service or office buildings and act as your agent 
in purchasing construction supplies and materials .. . 
| ; Pioneer offers complete valuation, depreciation and 
Pioneering New Horizons » rate services . . ..it will supply stock transfer and 
/ dividend distribution services . . . Our consulting staff 
*. Our Sp ectalty.. provides experienced advice on company management, 
corporate finance, accounting and taxation matters... 2 
well-rounded schedule to relieve your overload periods. 


For complete information on Pioneer’s services, 
write for our factual booklet, ‘‘ Pioneering 
New Horizons’’, yours for the asking. 












Pioneer Service & Engineering Co. 
231 South LaSalle Street - Chicago 4, Illinois 
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FEBRUARY-MARCH 





Thursday—16 


{ssociated General Con- 
vactors of America end 4- 
ty national convention, 


New York, N. Y. 


Friday—17 


National Society of Profes- 

sional Engineers begins an- 

nual spring meeting, Wash- 
ington, D.C. 


Saturday—18 


Rochester Electrical E-xpo- 
sition begins, Rochester, 


INS Ye 


Sunday—19 


Kentucky Independent 
Telephone Association will 
hold annual convention, 
Lexington, Ky. Mar. 6. 
Advance notice. 
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Monday—20 


Electric Institute, 
and Service 


hdison 
Veter Com- 
begins meeting, 
Cleveland, Ohio. 


Tuesday—21 


Pennsylvania Electric Asso- 
Planning 
Committee, ends 2-day win- 
ter meeting, Pittsburgh, Pa. 


ciation, System 


Wednesday—22 


Southeastern Electric Ex- 

change will hold annual 

conference, Boca Raton, 

Fla. Mar. 12-14. Advance 
notice. 


Thursday—23 


National Adequate Wiring 
Bureau begins annual con- 
ference, Chicago, Ill. 





Friday—24 


Vatural Gasoline Associa- 
ion of begins 
‘ermian regional 
meeting, Odessa, Tex. 


America 
basin 


Saturday—25 
National Association of 
Corrosion 
hold annual conference, 
New York, N. Y. Mar. 12- 

16. Advance notice. 


© 


Engineers will 


Sunday—26 


National Electrical Manu- 
facturers Association will 
hold meeting, Chicago, Ill. 
Mar. 12-16. Advance notice. 


Monday—27 


American Society for Test- 
ing Materials begins com- 
mittee week, Buffalo, N. Y. 








Tuesday—28 


Vortheastern Liquefied Pe- 
roleom Gas Association 
’egins convention and trade 
show, Washington, D. C. 


Wednesday—29 


American Management As- 
sociation ends 3-day annual 
electronics conference and 
exhibit, New York, N. Y. 








MARCH 
Thursday—1 


Southern Gas Association 
begins distribution manage- 
ment conference, New Or- 


leans, La. 





Friday—2 


New England Gas Assocta- 

tion will hold annual meet- 

ing, Boston, Mass. Mar. 22, 
23. Advance notice. 
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Power Company, near Atlanta. Georgia. 


Where the Stockholders 


Interesting detail of the switchyard of Plant Atkinson of Georgia 


Photograph by Gabriel Bensur 
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The Value of the Regional 


Annual Meeting 


This is an account of a utility management’s experience with three 

annual meetings, held in various sections of the company’s system 

areas. On the whole, local stockholder response has been advan- 

tageous to the company’s interests and shows approval of the com- 

pany’s conduct of the business. It demonstrates the genuine interest 

of local stockholders in the operations of the utility plant into which 
they have placed their investment. 


An interview with 


EUGENE A. YATES* 
CHAIRMAN OF THE BOARD, THE SOUTHERN COMPANY 


as told to Ralph S. Child 


NEW kind of neighborly meeting has 
come to the Deep South. In some 
respects it resembles the older, 

more familiar church or community meet- 
ings under canvas. These meetings reveal 
a community of purpose, plus a desire on 
the part of the directors and the manage- 


*For additional personal note, see “Pages with 
the Editors.” 


ment people to point to a definite goal of 
the enterprise. It creates an opportunity to 
explain the instruments and methods, in- 
cluding physical plant facilities, to be used 
in arriving at that goal. These gatherings 
are annual meetings of utility stockhold- 
ers held on the scene of system company 
operations. 
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Late last spring, Gulf Power Company 
was host to stockholders of its parent, The 
Southern Company. More than 500 stock- 
holders and guests came from eighteen 
states to attend the meeting. The site was 
the Crist steam-electric generating plant 
near Pensacola, Florida. About 87 per cent 
of the outstanding shares of Southern 
Company stock were represented either by 
proxy or in person—a_ heart-warming 
demonstration of interest. 

This was the third such annual gather- 
ing of stockholders within the service area 
of The Southern Company system. The 
1954 meeting was held at Plant Yates, in 
Georgia, and the 1953 meeting at Martin 
dam, Alabama. It is felt that these meet- 
ings have afforded an excellent oppor- 
tunity for stockholders to see something 
of the territory served and some of the 
physical properties. It offers, too, an un- 
equaled chance to meet members of the 
system companies. These meetings have 
been deemed so successful that the board 
has determined that it be done again. This 
year (1956), the annual meeting of stock- 
holders will be held in the service area of 
the Mississippi Power Company. 

How did it all start? Here, Mr. Yates, 
chairman of the board of The Southern 
Company, tells the story as he related it 
to this writer: 


S™ annual meetings of the stockholders 

of The Southern Company have been 
held since the common stock was distrib- 
uted to the public in 1949 upon the dis- 
solution of its parent company, The Com- 
monwealth & Southern Corporation. As 
Southern is a Delaware corporation it was 
natural that the meetings were first held 
in Wilmington, Delaware, continuing the 
practice which prevailed while Southern 


FEBRUARY 16, 1956 


stock was owned by Commonwealth. 

The company has over 120,000 stock- 
holders in every state of the Union and 
in foreign countries. It seemed strange 
that at the Wilmington meetings in 1950, 
1951, and 1952 only a handful of stock- 
holders attended and seldom made com- 
ment or asked questions. The meetings 
were short and very uninteresting. 

Following the 1952 meeting the direc- 
tors determined to hold the next annual 
meeting within the service area of one of 
the subsidiary operating companies and 
selected the Martin dam hydro plant of 
the Alabama Power Company for the 
1953 meeting. This is a storage develop- 
ment with a large reservoir, on a site of 
great natural beauty, situated on the Talla- 
poosa river in central Alabama, and lo- 
cated within convenient distance of Mont- 
gomery, Birmingham, and Atlanta. 

The company felt that a stockholder 
would become more interested in the com- 
pany’s affairs if he had the opportunity to 
see with his own eyes some of the physical 
property owned and operated by the com- 
pany and to have the operation of these 
facilities explained to him by an employee 
of the company; also, a meeting within 
the service area provided an opportunity 
to see part of the rapidly growing South- 
east, upon which the future of the com- 
pany depends. 


, p< Alabama meeting at the Martin 
dam project was so successful that 
the board determined to rotate future 
meetings and hold them in the territory 
of each of the four operating companies. 

With the formal notice of each meeting 
to each stockholder there was included an 
invitation to attend the meeting, together 
with a business-reply post card to be re- 
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The Benefits of Regional Meetings 


a is impossible to appraise with exactitude the benefits Southern is 
deriving from the practice of holding its stockholder meetings 
within its service area. As compared with the total number of stock- 
holders, the attendance at the meetings is not large and many of those 
in attendance come from the states served by the operating companies of 
the system. It has been gratifying to the management that the stock- 
holders who have attended the meetings have shown great interest in the 
company and its affairs and have been enthusiastic proponents of holding 
the meetings in the service area.” 








turned by those who wished to come. 
Those who returned the post cards re- 
ceived more detailed information, includ- 
ing a highway map and other information 
of interest. 

The company provided air-conditioned 
buses at Atlanta, Montgomery, Birming- 
ham, Mobile, and Pensacola and other 
cities to bring the stockholders to the 
plants, although many of the stockholders 
came in their own cars. 

By presenting discussions of various 
matters affecting the company and its busi- 
ness, the directors hoped to stimulate 
stockholder attendance and stockholder 
interest in company affairs. (One such 
presentation at the 1955 meeting was an 





address on the need for full participation 
by private enterprise in atomic power de- 
velopment.) It was hoped also that a closer 
relationship between stockholders and 
management would be established if the 
stockholders had the opportunity to see, 
face to face, the directors for whose elec- 
tion their proxies were solicited and the 
officers and employees who have been en- 
trusted with the responsibility of running 
their company. 

The importance of these objectives is 
self-evident, particularly in view of the 
necessity for additional equity financing 
for Southern in the future and the ever- 
present problems arising out of public 
power. 
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In addition to the formal agenda, 
the program for the meetings included a 
welcome by public officials of the state and 
local governments, a review of the year’s 
operations by executives of the company, 
and addresses by company officials on vari- 
ous matters of interest to the stockholder. 

The attendance varied from 500 to 700, 
of which about 60 per cent were stock- 
holders and the balance were friends of 
stockholders and company men. There 
were stockholders present at each meeting 
of from 18 to 20 states. 

After the meeting a luncheon was served 
and either a motion picture shown, describ- 
ing the company service area, or exhibits 
prepared by the operating companies were 
on view. (At the recent meeting a scale 
model of an atomic power plant was the 
center of attention.) Many of the stock- 
holders took the opportunity to meet the 
directors, officers, and employees of The 
Southern Company and the operating 
companies and they were also taken on a 
guided tour of the plants. Much interest 
was shown and numerous questions were 
asked regarding the company. Many fa- 
vorable comments were received after 
each of the meetings. 


is is impossible to appraise with exacti- 

tude the benefits Southern is deriving 
from the practice of holding its stock- 
holder meetings within its service area. 
As compared with the total number of 
stockholders, the attendance at the meet- 
ings is not large and many of those in at- 
tendance come from the states served by 
the operating companies of the system. It 
has been gratifying to the management 
that the stockholders who have attended 
the meetings have shown great interest in 
the company and its affairs and have been 
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enthusiastic proponents of holding the 
meetings in the service area. 

Since the practice began there has been 
a modest increase in the number of stock- 
holders in the service area, while the total 
number of stockholders decreased slightly. 
In this period the company has made sub- 
scription offers of its common stock to 
stockholders on three occasions, with 
gratifying results. There has also been an 
increase in the percentage of the outstand- 
ing shares represented at the meetings by 
proxy, the 1955 percentage being 87.5 per 
cent as compared with 72.3 per cent in 
1950. 

While undoubtedly many factors have 
helped bring about improvement in stock- 
holder relations, the management believes 
that the regional annual stockholder 
meetings have also contributed to this end 
and are well worth while. 


— foregoing statement, by way of in- 
terview with Mr. Yates, indicates the 
basic idea of this company’s management 
behind the regional stockholders’ meeting. 
At the 1953 meeting at Martin dam, for 
example, the morning session, presided 
over by the board chairman—Mr. Yates, 
lasted only one and a half hours. Stock- 
holders heard a review of recent devel- 
opments in the company’s affairs, an ap- 
praisal of prospects for future industrial 
and economic developments of the service 
areas, anda summary of operating results 
for the preceding year. There was also 
some routine company business which 
usually must be disposed of at almost any 
stockholders’ meeting, such as changes in 
the number of directors, election and re- 
election of board members, and so forth. 

But one need only look at the faces of 
these stockholders sitting under the great 
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canvas tent at Martin dam “in meeting as- 
sembled’”’—as the corporation lawyers say 
—to realize that it was anything but a per- 
functory or routine gathering. There were 
young faces and old faces. There were 
even some children who had accompanied 
their elders. Near the front row one could 
see the bronzed features of a veteran 
farmer intent on catching the words of 
the speakers on the platform. One had 
only to mingle with the crowd during the 
luncheon which followed the formal 
meeting session to appreciate that this was 
the form of a meeting as truly democratic 
as one that might be held in a town hall 
in New England or elsewhere in our coun- 
try. It was a cross section of various busi- 
ness and professional people, housewives, 
folks enjoying their retirement leisure, but 
still interested in the growth of American 
industrial enterprise. 

In no other way, perhaps, could these 
diverse elements be brought together in a 
common, informal, congenial setting so 
that they might speak with each other as 
neighbors. 


O= does not ordinarily consider the 
ownership of a share of stock as ad- 
mitting one to any kind of organization 
or association for purposes of social con- 
tact. Indeed, it is probable that people who 
buy and sell corporate shares give little 
thought to what kind of other people 
might also be buying and selling the same 
corporate shares. 

The Southern Company regional meet- 
ings are at least a revelation of what we 
should have known all along. That is, that 
those who buy utility stocks (or any other 
industrial shares for that matter) are not 


a tribe of abstract, affluent, absentee cou- 
pon clippers or dividend receivers, living 
in large city penthouses or passing the 
seasons at fashionable resort communi- 
ties. They are, for the most part, typical 
American citizens—hard-working, thrifty, 
intelligent people who have been willing 
to invest their savings in the future of a 
sound, basic industrial venture. 

Coming face to face at such regional 
meetings on the very scene of a physical 
plant activity, they naturally recognize in 
each other similar attributes of thrift and 
confidence in the same enterprise. And this 
feeling in turn is likely to result in further 
reinforcement of confidence in the business 
wherein they have made the same invest- 
ment. 

In short, stockholders “in meeting as- 
sembled” are probably a good deal like 
people in other kinds of meetings held for 
worth-while purposes. At least the region- 
al meeting experiment tends to demon- 
strate that point. 


HE sum total of American society is 

composed of various groups and 
movements—farmers, workers, operating 
business people, technical, scientific, and 
professional people, labor unions, people 
interested in education and cultural arts. 
But the fact that stockholders per se might 
become interested in each other or at least 
interested in seeing each other—the fact 
that they also might become fused into a 
new kind of movement or a group having 
a community of purpose based on indi- 
vidual conviction, is perhaps an untapped 
vein in American life. Perhaps, also, the 
regional stockholders’ meeting is one way 
of exploring possibilities along this line. 
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State-owned Utilities in Sweden 
And Their Regulation 


-In Sweden the state government owns and operates the 
utility services. But there is also provision for inde- 
pendent and businesslike administration of these state- 
owned agencies—to assure orderly and efficient man- 


agement and to make certain that the services are pay- 
ing their way. 
By HANS A. HEIMBURGER* 


UBLIC utilities in Sweden are partly 
state owned, partly municipally 
owned, or private. The whole of the 
postal service, and most of the telecom- 
munications and railways services, are op- 
erated by the state. As to electric power, 
some 40 per cent is produced by a state 
administration, whereas the rest is sup- 
plied by private and municipal enter- 
prises, some of the “private” enterprises 
being, however, owned in common by the 
municipalities and industries interested. 
The distribution of gas and electricity 
in Swedish cities is as a rule provided for 
by the municipalities, and the distribution 
of electric power in the rural districts is 
*Head, financial department, Board of Swedish 


Telecommunications. For additional personal note, 
see “Pages with the Editors.” 
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generally handled by state, municipal, or 
“private” enterprises. The latter, however, 
are to a great extent organized as local 
co-operative associations. In the matter of 
bus and truck traffic most enterprises are 
private, although nearly half of all the bus 
line are operated by the state-owned Post- 
al and Railway administrations, as a nat- 
ural complement to their normal activities, 
or by municipalities. 


Business-operating Administrations 


HERE are four state-owned, business- 
operating administrations in the pub- 
lic utility field in Sweden. These operate 
(1) the posts, (2) telecommunications 
(telephone and telegraph), (3) railways, 
and (4) the production of electric power. 
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All these administrations carry on their 
activities much on the same lines, and they 
are all subordinate to the Ministry of 
Communications. 

With the exception of the electric power 
administration, they were all founded 
long before the ideas of “nationalization” 
or of a “Labour party” were known. A 
state-operated postal service was organ- 
ized as early as 1636, or more than three 
hundred years ago. A state-owned tele- 
graph administration followed in 1853, 
and a railway administration in 1856. The 
initiative taken by the state in providing 
telegraph and railway facilities was sim- 
ply due to the fact that at that time Sweden 
was a country short of capital, where no 
one but the state was able to raise the 
funds needed. As far as the railways were 
concerned, the necessary capital was pro- 
vided to a great extent by means of loans 
contracted abroad. The reason for which 
the state started the building of water- 
power installations was that since olden 
times the state was owner of waterfalls, 
and the government desired to make them 
remunerative. It was then considered more 
advantageous for the state to establish its 
own power works than to lease the falls to 
private companies. The first state-operated 
water-power installation—at Trollhattan 
—was brought into service in 1910. 


AS regards telephones and railways the 

state later pursued a systematic pol- 
icy of taking over private plants and sys- 
tems. In the case of electric power, how- 
ever, such transfers have rather been the 
result of accidental circumstances. 

Most of the private telephone networks 
—which were generally small enterprises 
without the financial resources required 
to keep pace with technical progress— 


were bought up by the Telecommunica- 
tions Administration: during the 1890’s. 
These purchases were the results of the ini- 
tiatives of one single man; vz., the then 
head of the Telecommunications Admin- 
istration, who considered it necessary to 
create a uniform telephone system com- 
prising the whole of the country. They, 
moreover, took place at a period when for 
the first time it had become possible to 
telephone over distances of some length. 

The only private telephone company at 
this time owning a network of some im- 
portance and possessing financial resources 
was the Stockholm private telephone com- 
pany, and for a long time the Diet (Par- 
liament) refused to have it bought out, 
desiring thus to maintain a system of rate 
competition favorable to the public. In the 
long run, however, the maintenance of 
two competing telephone enterprises in one 
and the same city proved to lead to absurd 
consequences. The private company finally 
agreed to make over its network to the 
state on acceptable conditions, and a pur- 
chase was effected in 1918. 


N the case of the railways the state from 
the outset built the main lines travers- 
ing the country, but these were gradually 
supplemented by a network of private rail- 
roads mostly intended for local traffic. Fol- 
lowing a resolution of the Diet most of 
these private lines were taken over by the 
state in the course of the 1940’s. The main 
reason for this “nationalization”—as it 
might be called in this case—was the de- 
sire to reap the benefits likely to result 
from a fuller use of the rolling material, 
etc., in case all railroads were amalga- 
mated into one single enterprise. But the 
purchase also implied that the State Rail- 
ways had to take over some nonremunera- 
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tive narrow-gauge lines. One contributory 
reason for the step taken certainly was 
that owing to bad finances some of the pri- 
vate railroads kept a higher tariff rate, 
and offered lower wages, than the State 
Railways. 

There are but a few cases of incorpora- 
tion of private power-generating enter- 
prises with the state-owned Hydro-Elec- 
tric Power Administration. On the other 
hand, it is somewhat more usual for the 
state to take over local enterprises for re- 
tail distribution. 

As mentioned already, bus-line traffic 
has been taken over to a rather great ex- 
tent by the Postal Administration and the 
State Railways. 


Finances 


N principle, the state-owned business- 
operating enterprises are expected to 
keep such rates and tariffs as enable them 
to defray their operating costs, including 
depreciations, out of their own revenues 
and moreover to deliver a certain surplus 
to the public treasury. The funds required 
for extensions are supplied by the state. 
As these extensions refer to installations 
expected to be profitable, it is considered 
the right thing, from a budgetary point of 
view, for the state to procure these funds 
by loans and not by tax revenues. No in- 
terest on these loans, however, is entered 


Capital 


& 


Invested 


By the 
State 


June 30,1955  preciations 


99.9 
1,333.2 
1,612.9 
2,071.7 


5,117.7 


Telecommunications . 
Railways .. 
Hydroelectric Power . 
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as an item of expenditure in the adminis- 
trations’ account books. But, in principle, 
the state demands that the surpluses deliv- 
ered by the administrations should not fall 
below the state’s corresponding outlays for 
interests. 

The whole of the surplus recorded 
in the books, after depressions, hav- 
ing to be delivered to the public treas- 
ury, it has not been considered necessary 
to order the administrations to deliver one 
part of their gross proceeds in the form 
of taxes and the remainder in the form of 
interests and net profits. 

It may be of interest to notice that in 
case any of the administrations are ordered 
to effect installations not expected to be 
profitable—e.g., for defense purposes—the 
entire costs relating thereto must be as- 
signed by the Diet out of tax money and 
should thus be written off immediately. 


Pyeng to what is the case with the 
British General Post Office, for in- 
stance, the Swedish business-operating ad- 
ministrations perform their activities in 
complete independence of the public treas- 
ury. 

Just to mark the special position held 
by the business-operating administrations 
as compared to other state administra- 
tions, the Diet does not fix any estimates 
of expenditure for their operating costs; 


State 
Outlays 
For 
Interests 


3.0 
40.3 
50.6 
60.6 


154.5 


Surplus 
Recorded, 
After De- 


17.3 
86.8 
25.4 
101.7 


231.2 
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thus only their estimated surpluses are 
shown in the state budget. 

In this connection it may be mentioned 
that all of the four administrations dealt 
with here—thus including the Postal Ad- 
ministration—are at present in a position 
to yield an annual surplus, but in the case 
of the State Railways this surplus is not 
always sufficient to cover the state’s out- 
lays for interest on the loan capital in- 
vested. The reason for this is, of course, 
the keen competition nowadays offered by 
highroad traffic. When taken together, 
however, the four administrations are de- 
livering to the public treasury an amount 
exceeding the outlays for interest on their 
capital. The latest figures available, relat- 
ing to the financial year July 1, 1954, to 
June 30, 1955, and expressed in millions 
of Swedish kronor (100 Swedish kronor 
= $19.30), are as shown in the table on 
page 224. 


| tpemmeneneus must be effected, by all 
the administrations, on strictly busi- 
nesslike principles, and the state has now 
accepted that they be made on the basis of 
replacement values instead of book values. 
As regards the Telecommunications Ad- 
ministration, for instance, the normal de- 
preciation rates are as follows: 4 per cent 
on telephone and telegraph plant, 10 per 
cent on radio plant, and 2 per cent on real 
estate (excluding sites). 

By application of the replacement value 
principle, the actual depreciations relating 
to the financial year 1954-55 amounted to 
6.3, 15, and 2.9 per cent, respectively. The 
sums written off annually are immediately 
invested in new plant. Loans are contrib- 
uted by the state only to the extent to 
which the depreciation amounts are not 
sufficient to cover the installation costs of 


the year. During the financial year 1954- 
55 the Postal Administration defrayed 56 
per cent of its new plant by means of 
loans, and the corresponding figures for 
the Telecommunications Administration, 
State Railways, and Hydro-Electric Pow- 
er Administration were 32, 54, and 80 per 
cent, respectively. 

It should be mentioned here that the 
state-owned business-operating enterprises 
are paid a regular remuneration for any 
work effected on behalf of another state 
institution. Thus the posts are remuner- 
ated for such commissions entrusted to 
them by the state as the paying of general 
old-age pensions, and all state institutions 
have to pay ordinary postages for their 
postal correspondence, though for the sake 
of simplicity these payments are effected 
on the basis of sample surveys. From these 
principles, which were laid down to permit 
of ascertaining the actual financial results 
of the activities of each administration, it 
follows, for instance, that the National 
Defense remunerates the State Railways 
for military journeys and transports; that 
the Telecommunications Administration 
and the State Railways pay the Posts post- 
ages for their correspondence; and that 
the Posts pay telephone subscription rent- 
als and call and telegram charges to the 
Telecommunications Administration, on 
the one hand, and freight charges for mail 
transports by rail to the State Railways, 
on the other hand. 


Competence 


A“ of the four state enterprises here 
dealt with have a very independent 
position, but there are certain questions 
which are to be decided either by the gov- 
ernment alone or, on the proposal of the 
government, by the Diet. 
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State Service Must Be Self-sustaining 


“. . . the guiding principle in determining the levels of postal, telephone, 
telegraph, and railway rates, and of tariffs for electric power, is that the 
REVENUE OF THE ADMINISTRATION CONCERNED SHOULD BE SUFFICIENT TO 
COVER ALL OPERATING COSTS, INCLUDING DEPRECIATION AND INTEREST ON 
CAPITAL BORROWED. The amounts of the depreciation, it ts true, are also 
fixed by the government, but the government has recognized the necessity 
of adequate depreciation by admitting that they may be made on the basis of 
repurchase values. In order that the prices of electric power applied by the 
Hydro-Electric Power Administration may be the same as those charged 
by other producers of power, A TAX IS INCLUDED IN THE PRICE 
CALCULATIONS.” 





Thus, for instance, the amount of capi- 
tal to be invested each year in new instal- 
lations is fixed by the Diet on the proposal 
of the government. In recent years, in view 
of the more or less imminent danger of 
inflation, the government has considerably 
reduced the capital requirements of the 
administrations, taking into consideration 
the whole of the economic resources of 
the country in their relations to both the 
state, the municipal, and the private sec- 


FEBRUARY 16, 1956 





tors of industrial life. This adjustment 
problem is, of course, a very complicated 
one. Opinions are divided as to how far 
the government has succeeded in solving 
it; but since this question essentially falls 
within the sphere of political discussion, 
it should, perhaps, not be taken up here. 


A to rates for services rendered by the 
business-operating administrations, 
the rule applicable from of old is that the 
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chief postal charges are fixed by the Diet, 
whereas the government fixes the funda- 
mental rates for telephone subscriptions, 
inland telephone calls and inland tele- 
grams, as well as for railway fares and 
carriage by rail. 

Such rates as are not fixed by the 
government or the Diet—e.g., as regards 
the Telecommunications Administration, 
rates for private branch exchanges, exten- 
sion telephones, international calls and 
telegrams, etc.—are determined by the re- 
spective administrations. The Hydro-Elec- 
tric Power Administration itself fixes the 
price of electric power. 


AS mentioned already, the guiding prin- 
ciple in determining the levels of post- 

al, telephone, telegraph, and railway 
rates, and of tariffs for electric power, is 
that the revenue of the administration con- 
cerned should be sufficient to cover all op- 
erating costs, including depreciation and 
interest on capital borrowed. The amounts 
of the depreciation, it is true, are also fixed 
by the government, but the government 
has recognized the necessity of adequate 
depreciation by admitting that they may 
be made on the basis of repurchase values. 
In order that the prices of electric power 
applied by the Hydro-Electric Power Ad- 
ministration may be the same as those 
charged by other producers of power, a 
tax is included in the price calculations. 
The fixing of salaries, especially as re- 
gards top-level officials, offers to the busi- 
ness-operating administrations a problem 
as important as difficult of solution. Em- 
ployees’ salaries are, indeed, fixed by the 
Diet, and it has proved very difficult 
hitherto for the administrations to make 
the government and Diet appreciate the 
necessity of paying efficient people better 


than what is allowed by the state salary 
scale. 

The problem is further complicated 
by the embarrassing shortage of labor, es- 
pecially as regards engineers, which has 
been prevailing of late years, and which 
has considerably forced up the level of 
salaries paid by private employers. 

On the other hand, the Diet does not fix 
the wages of workers. Just as in private 
industry, these are fixed by agreement be- 
tween the enterprises and the workers’ 
unions. As a result hereof, there is no ap- 
preciable difference in workers’ wages be- 
tween the state and the private sectors. 
Furthermore, workers are guaranteed old- 
age and family pensions on the same con- 
ditions as are applicable to officials, and 
these conditions are more liberal than those 
applied in private industry—in so far as 
such emoluments are at all provided there. 


HERE are some other fields as well 

where state enterprises have to con- 
form to state decrees, but these are of less 
importance and may therefore be omitted 
here. Suffice it to add that officials of the 
highest ranks are appointed by the gov- 
ernment, which must be considered quite 
normal, since the state is the owner of the 
enterprises. 

In the case of the very top-level posts 
it has been considered of first importance 
always to have these entrusted to suitable 
persons. Appointments to such posts are, 
therefore, made only for a limited period, 
generally six years, at a time. In other re- 
spects, however, the directors of the enter- 
prises themselves may act on their own, 
without interference from the govern- 
ment, in the management of the enter- 
prises’ affairs, and they also enjoy a great 
amount of freedom in the matter of ap- 
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pointment and promotion of officials up to 
those below the highest levels. 


N Swedish state administration it is an 
old tradition—intended to give the ad- 
ministrations an independent position— 
that there must not be any form of minis- 
terial government ; 7.¢., a Minister must not 
issue orders direct to an administration 
subordinate to him. The general lines guid- 
ing the activities of a state administration, 
whether it be a business-operating one or 
not, must be fixed by the Diet or by offi- 
cial decrees which are open to public in- 
spection and are legally binding. 

It may be of interest to observe in this 
connection that—with one single excep- 
tion—no changes of personnel take place 
either in the business-operating adminis- 
trations or in the rest of administrating 
bodies in cases of change of the country’s 
political régime. The exception refers to 
the post held in the ministries by the near- 
est man below the Minister, which post is 
provided with a new occupant at the entry 
into office of a government of another 
political color. 


Form of Management 


XN the head of the state administrations 

are placed directors general appointed 
by the government. In the Postal and Tele- 
communications administrations, as well 


as in the State Railways, these directors 
general alone have the right of decision, 
whereas in the Hydro-Electric Power Ad- 
ministration important matters are decided 
by a special board consisting of the direc- 
tor general, president of the board, and 
four other members, who must not be em- 
ployees of the administration but have to 
represent financial, technical, or juridical 
knowledge, industries, or agriculture. 

At the State Railways there is a con- 
sultative body comprising representatives 
of commerce and industry. Moreover, as 
regards the State Railways and the Hy- 
dro-Electric Power Administration, the 
government appoints two principal audi- 
tors entrusted with examining the man- 
agement of the administrations in ques- 
tion and submitting a report thereon. 


Co-operation with Other Enterprises 


N certain cases there are subsidiary en- 
terprises attached to the business-op- 
erating administrations and organized as 
independent companies. Thus, for in- 
stance, the State Railways have such sub- 
sidiaries attached to them for the manu- 
facture of railway cars, and for ship, bus, 
and truck traffic. Unlike any other state- 
owned Telecommunications Administra- 
tion in the world, the Swedish Telecom- 
munications Administration has factories 
of its own for the manufacture of tele- 


“PuBLIC utilities in Sweden are partly state owned, partly mu- 

| nicipally owned, or private. The whole of the postal service, and 
most of the telecommunications and railways services, are op- 
erated by the state. As to electric power, some 40 per cent is 
produced by a state administration, whereas the rest is supplied 
by private and municipal enterprises, some of the ‘private’ 
enterprises being, however, owned in common by the munici- 
palities and industries interested.” 
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phone material; these factories, however, 
have not been organized as an independent 
enterprise—even if this question has been 
up for discussion—but only form a part 
of the administration as a whole. 

When requiring material of different 
kinds, the Board of Telecommunications 
invites tenders both from its own factories 
and from private companies and then al- 
lows the matter to be decided by the prices 
offered. In this way, rational methods of 
work at the Telecommunications factories 
are guaranteed, on the one hand, and a 
useful control of the prices of private fac- 
tories are obtained, on the other hand. Of 
course this implies that the Telecommuni- 
cations factories should as far as possible 
calculate their prices on the same basis as 
private companies, and the factories are, 
therefore, charged with all the costs borne 
by a private company. 

The Hydro-Electric Power Administra- 
tion has some subsidiary companies for re- 
tail distribution—most of which, however, 
are retained only temporarily, during the 
period between the purchase of their shares 
and their subsequent liquidation—as well 
as some factories of its own, which are run 
much on the same lines as the telecommu- 
nications factories. 


AX international telephone, telegraph, 
and radio communications are han- 
dled at the Swedish end by the Telecom- 
munications Administration. Co-operation 
is established with a private cable company 
owning telegraph cables from Sweden to 
Great Britain and Finland, but this com- 
pany is not in direct contact with Swedish 
users of the telegraph service. 


The Swedish broadcasting service has 
been organized from the outset on prin- 
ciples implying that the Telecommunica- 
tions Administration is charged with the 
erection and operation of transmitting sta- 
tions and the establishment of circuits 
necessary for program transmission, 
whereas the production of programs is en- 
trusted to a special company created for 
the purpose, in which the state has no fi- 
nancial interests but has been guaranteed 
control by the right of appointing its presi- 
dent and half the number of members of 
the board of directors. The service is fi- 
nanced exclusively by license fees—of at 
present 20 Swedish kronor—to be paid for 
the right of using radio receiving facili- 
ties. 

These fees are collected by the Tele- 
communications Administration, which in 
turn pays to the company what is needed 
for the program production. 

A regular television service has not yet 
been introduced, but test transmissions are 
at present being made by the above-men- 
tioned company in co-operation with the 
Telecommunications Administration. 


Fr view of the fact that all major power 

stations in Sweden and the majority of 
its minor stations are interconnected by 
means of a jointly operated distribution 
network, the Hydro-Electric Power Ad- 
ministration and other important power 
enterprises have formed an organ of co- 
operation, called the Central Operation 
Management. Although this organization 
was at first intended for war conditions, it 
is still exercising certain important func- 
tions even in peacetime. 
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Public Attitudes towards Utilities 


This author sees a great need for public education to offset the 
spread of unfair and distorted ideas about the way utilities operate 
and their relations with the consuming public. There is, for exam- 
ple, the overemphasis and publicity given to the “burden” on rate- 
payers when reference is made to any change or increase in utility 


By THOMAS C. CAMPBELL, Jr.* 


I 
\ a teacher observes the attitudes and 


lack of understanding of students 

and others toward the public utili- 
ties, the need for greater public education 
becomes glaringly apparent. In a great 
many cases, people are hardly aware that 
the utilities exist until there is an inter- 
ruption of service. Paying the bills does 
not make one as aware of the existence 
of the utilities as he is of many of the 
other industries, since the utility bills take 
a relatively small proportion of his income. 
Making use of the utilities becomes a rou- 
tine matter because they require little ef- 
fort by customers and are constantly avail- 
able. Turning on the lights or television 
or the gas kitchen stove, or making a 
telephone call is so commonplace that the 


*Assistant dean, college of commerce, West Vir- 
ginia University. Also, associate professor of eco- 
nomics, specializing in transportation and public 
utilities. For additional personal note, see “Pages 
with the Editors.” 
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customer is much more aware of the tele- 
vision program, the food being cooked on 
the stove, or the conversation on the tele- 
phone than he is of the utilities themselves. 


i; is vastly more true of utilities than 

of any of the other major industries. 
For example, as one acquires and uses an 
automobile, he is aware of the automobile 
industry. He has an idea of changing styles 
of automobiles. He knows something 
about who makes the automobiles and the 
relative sizes of the manufacturers. He 
knows that the automobile industry is a big 
and important industry and is interested 
in knowing whether the industry is grow- 
ing and how fast. Much the same thing 
is true with other products and industries 
with which the public is in constant con- 
tact. Developments in the preparation of 
food such as frozen foods are widely 
known by members of the public. They are 
not very much aware, however, that none 
of this preparation can be possible without 
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using gas and electricity in the cooking 
and freezing of the food. We are well 
aware of clothes but little aware of the 
electricity used to provide the light for 
the factory and the power for the machines 
used in the production of clothes. 


I] 


HE most glaring lack of understand- 

ing of the nature of a public utility is 
the almost complete lack of awareness of 
the need for a fair and reasonable return 
on the investment. Nearly everyone has 
some understanding about profit and loss 
in nonutility businesses. The understand- 
ing may not be complete, but people usu- 
ally know that each business hopes to make 
a profit and will cease operations if it ex- 
periences continued losses over a period 
of several years. 

Contrary to what many of us think, a 
public utility will also cease operations if 
it experiences continued losses over a pe- 
riod of many years. It is not in the nature 
of a regulatory commission to be able to 
force a utility company to remain in busi- 
ness indefinitely, if it continues to operate 
at a loss with little or no likelihood of 
earning a profit in the future. After the 
plant has been worn out, no regulatory 
agency can force private investors to pro- 
vide new capital for such an unprofitable 
organization. 

What is a more important practical 
problem of which the public is very seldom 
aware is that the earnings of a utility must 
be reasonably high. Just to get by with 
a return of 2 or 3 per cent of the invest- 
ment is not enough. If the earnings are 
not reasonable compared with their sources 
of private investment, the utility company 
will likely continue in business for several 
years. However, its ability to expand its 


operations and to take full advantage of 
improvements in technology will be seri- 
ously hampered. It is not widely under- 
stood that the public is really the principal 
loser when a company fails to earn a rea- 
sonable return. This fact can be under- 
stood if it is pointed out in such concrete 
illustrations as the inability of the tele- 
phone company to provide telephones to 
new homes being built in the community, 
or the water company is unable to replace 
old small water lines with new larger ones 
so that there will be adequate water pres- 
sure in the homes and for fire protection. 


ane well-informed members of the 

public often allow their desires for 
low rates to blind them to the needs of 
the community for up-to-date and ade- 
quate utility service.’ This is not to imply 
that rate increases should be permitted 
without adequate investigation by the 
regulatory commissions. At the same time, 
it is doubtful that extreme pressure by 
public organizations opposing needed rate 
increases is actually in the public interest. 
Often, these public organizations are 
rendering a disservice to the very people 
whom they are supposed to serve. One of 
the worst conditions that can exist in a: 
community is for either of the public utili- 
ties to be unable to expand as the corimiu- 


1A simple illustration of this was experienced 
during World War II by this writer. As gasoline 
was rationed and few people had automobiles, the 
owner of a school bus in a community near a naval 
establishment had the bus driver take people to the 
base each morning before driving the children to 
school and pick up the workers after having taken 
the children home. Those who rode the bus pur- 
chased tickets, and the driver punched the ticket for 
each ride. The price of the tickets was not unreason- 
able and no one seemed to complain. The driver, 
being a “good fellow,” often would not punch the 
ticket. Everyone thought that was extremely nice 
of him as it meant a free ride. However, the owner 
soon stopped running this bus because his costs were 
greater than the revenue he was receiving. It is 
obvious who were the real losers, 
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nity grows. In fact, the community can- 
not grow if the utilities are unable to 
extend the services to new homes and new 
business establishments. 

The general public does not understand 
the real meaning of a public regulated 
monopoly. The attitude of many people is 
largely the result of reading about the so- 
called monopolies of the last century and 
how the public suffered from the actions 
of certain of the industrialists of that pe- 
riod. The utilities of today in no way re- 
semble the nineteenth century monopolies. 
In the first place, a utility company has 
a franchise to provide all of a particular 
type of service to a community, not be- 
cause the company was able to kill off 
competitors, but because the granting of 
an exclusive right of service to a company 
provides the best service at the lowest pos- 
sible cost to the consumers.? Likewise, the 
typical attitude of a utility executive to- 
day toward community development and 
welfare is very much different from the 
attitudes of monopolists of more than a 
half-century earlier. 


_" general importance of the utilities 
to the local community and to the 
economy in general is not realized by the 
public. This is true to some extent because 


2 This is discussed in “Telling Teachers about the 
Utilities,” by James H. Collins, Pustic UTiitres 
ForTNIGHTLY, March 17, 1955, p. 305. 


q 


e 


the utilities are not usually locally owned 
as many of them were at one time. The fact 
that many local people own utility stocks 
does not seem to influence this fact very 
much. Those who own stock in American 
Telephone and Telegraph Company often 
do not associate their stock with the tele- 
phone company providing the local service 
and do not realize that the local telephone 
companies must make a reasonable return 
on the investment, or dividends on the 
stock which they possess will be affected. 
This problem is not, however, limited to 
privately owned utilities. Those owned by 
municipalities face much the same prob- 
lem. A lack of understanding of the finan- 
cial needs of many municipally owned 
water companies is widespread. There is 
the same objection to rate increases and 
lack of interest in having a water com- 
pany charge rates that will enable it to 
provide adequate service to the commu- 
nity. The objection takes place without 
proper consideration of the needs for addi- 
tional revenue or why the needs exist and 
what are the likely consequences should 
the rate increase be continually refused. 


on of the utility companies have 
done amazingly well in either avoid- 
ing rate increases or in keeping the in- 
creases unusually small during and since 
World War II. That fact is not widely 


“As a teacher observes the attitudes and lack of understanding 
of students and others toward the public utilities, the need for 
greater public education becomes glaringly apparent. In a great 


many cases, people are hardly aware that the utilities exist until 
there is an interruption of service. Paying the bills does not 
make one as aware of the existence of the utilities as he is of 
many of the other industries, since the utility bills take a rela- 
tively small proportion of his income.” 
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known or appreciated. This has been done 
by instituting certain operating economies 
at a time when wages and prices in gen- 
eral have risen considerably. The unfor- 
tunate fact is that it will not be possible 
to continue to find additional means of 
cutting expenses should prices and wages 
continue rising as they have risen in the 
past two decades. There obviously is a limit 
to efficiency at any given time. With the 
great emphasis on efficiency during the 
past three decades, limits beyond which 
no greater efficiency is possible are prob- 
ably nearer than at any other period in 
the history of the utilities. 

One can hardly expect members of the 
general public to understand problems of 
financing utility expansion. The public is 
interested in having the utilities expand 
at rates that will make additional service 
available as it is needed. How this is done 
and the financial procedures involved are 
not and cannot be generally understood. 
Nevertheless, this is one of the most im- 
portant of all problems facing utility man- 
agement. 


7 thinking of the general public 
seems to be that the big companies 
have an endless supply or endless sources 
of funds for additional improvements and 
expansion. Since utilities are not permitted 
to earn enough to do more than a small 
portion of their expanding from past earn- 
ings because such earnings would lead to 
reduced rates and corresponding reduc- 
tions in revenue, they must seek funds for 
expansion from the current financial 
market. 

Consequently, the public is the loser, if 
utility rates are so low as to endanger the 
ability of each company to acquire the 
additional capital needed to meet the grow- 


ing demands of the public. This is a fact 
which must be kept in mind by the regu- 
latory agencies. Since it is not a matter 
that can be generally understood by the 
public, the regulatory agencies should re- 
fuse to bow to popular demand by dis- 
approving needed rate increases. 


_ of public utilities is one area 
in which there is great danger of ex- 
cesses and unwise action by the public. A 
utility company should meet its community 
responsibilities and pay taxes just as other 
businesses have to assume their proper 
share of the tax burden. The utilities 
should be granted no special tax conces- 
sions that are not available to other indus- 
tries. On the other hand, it is doubtful 
whether it is ever wise to single out utili- 
ties for special taxes, especially when the 
primary reason is that it is the method 
that will be met by the weakest political 
objection. 

Very often, state and local gov- 
ernments have been unwilling to seek di- 
rect sources of taxation and have resorted 
to the indirect method of various forms 
of utility taxes which are added to the 
ordinary tax burden of the companies. It 
seems quite obvious that most of the advo- 
cates of special utility taxes realize that 
the actual burden must be borne by the 
customers in the form of higher rates, or 
something less than the best possible serv- 
ice. It very likely would be in the public 
interest to meet the tax needs in a direct 
manner instead of taking such action that 
seems on the surface to be placing the 
burden on the large utility companies. In 
general, a utility must earn a reasonable 
return after all taxes are paid.. Further- 
more, higher taxes mean higher rates must 
be collected to enable the company to have 
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The Realistic Approach to Public Understanding 


a i ie take an attitude that nothing can be done toward greater public 

understanding of the utilities would definitely be a defeatist posi- 
tion. At the same time, to be extremely optimistic about rapid progress is 
unrealistic and of little more value than a defeatist attitude. Therefore, 
there must be a middle ground in which there is patience accompanied 
by a determined and hopeful effort that real progress will be made. The 
public should be made aware of the genuine social progress that takes place 
as a result of developments by the utilities. Likewise, conditions necessary 

for maximum continued progress should be stressed.” 








a reasonable return after all expenses are 
met, including taxes. 


III 


— having discussed many factors or 

areas of lack of understanding of the 
utilities, it is appropriate to explore some 
possible ways of bringing about improve- 
ments. One of the major causes of the 
public attitude toward the utilities is a 
general lack of understanding of our eco- 
nomic system and how it works. Any im- 
provements in this general area take place 
very slowly; often such improvements are 
so slow that it is discouraging. Yet, there 
are improvements which are gradually 
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taking place. The workshops on economic 
education sponsored by the Joint Council 
on Economic Education seem to be head- 
ing in the right direction with public 
schoolteachers being afforded an opportu- 
nity to learn more about our economy in 
general. The teachers, in turn, using the 
knowledge gained in their classroom, can 
work to improve economic knowledge in 
our young people. Also, greater emphasis 
might be placed on the economic and in- 
dustrial accomplishments of this nation 
in the American history courses. A fuller 
understanding and appreciation of Ameri- 
can history is an extremely important 
purpose of our educational system. 
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There are also limitations to what might 
be accomplished by individual companies 
and trade associations. Many attempts by 
company representatives are interpreted 
as being propaganda or nothing more than 
ordinary advertising. This often is unfor- 
tunate as many times there is a sincere in- 
terest in trying to reveal the truth as it 
actually exists. Also, it is difficult for one 
so closely allied with his organization to 
see his industry in its proper perspective 
and not overemphasize what to him seem 
to be obvious facts. This, along with gen- 
eral public skepticism, makes it very nec- 
essary that the public learn more about 
utilities at the same time the utility com- 
panies are doing everything possible to be- 
come better known and better appreciated. 


| eel of the lack of interest in utilities 

in general is the result of a lack of com- 
munity interests by certain utility execu- 
tives in the past. Very often, executives 
thought all that was needed was for the 
customer to get the service when he needed 
it. Nothing else was either necessary or 
desirable. That, however, is not the typical 
attitude of executives and probably never 
was. 

Yet, there are still some utility execu- 
tives who are seemingly unaware of the 
community around them. 

Providing utility service is a very im- 
personal task. It is much different from 
selling a product to a customer who re- 
ceives the product as he pays for it or is 
billed for it later. With sales of this type 
there is the personal contact that seldom 
exists with the utilities. Therefore, there 
is a need to compensate for the lack of 
personal contact with the consumer. Along 


with the lack of personal contact, elec- 
tricity, gas, and water themselves are ex- 
tremely impersonal and are easily taken 
for granted. 

Because of this reason, it might prove 
to be very helpful for the telephone indus- 
try to push the sale of colored telephones. 
No one would deny that black telephones 
will provide just as good service as colored 
ones. But colored telephones that fit into 
the color scheme of a room are different 
from those that are in rooms only because 
that is the only method by which one can 
make a telephone call. Radios and tele- 
vision sets have customarily been consid- 
ered to be part of the furniture of a home. 
Telephones have not. Having become an 
item of attractive furniture might well 
prove to be very desirable, with increased 
public interest in the service and a better 
attitude of what is required to provide 
good service. 


si take an attitude that nothing can be 

done toward greater public under- 
standing of the utilities would definitely 
be a defeatist position. At the same time, 
to be extremely optimistic about rapid 
progress is unrealistic and of little more 
value than a defeatist attitude. Therefore, 
there must be a middle ground in which 
there is patience accompanied by a deter- 
mined and hopeful effort that real progress 
will be made. The public should be made 
aware of the genuine social progress that 
takes place as a result of developments by 
the utilities. Likewise, conditions neces- 
sary for maximum continued progress 
should be stressed. Those who receive the 
greatest benefits from this progress are 
none other than the general public. 
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Senate Refused to Shelve 
Gas Bill 


HE Senate vote on the controversial 

Fulbright Bill to exempt independent 
producers from most forms of regulation 
by the Federal Power Commission came 
as no surprise to those who had closely fol- 
lowed the pattern of the two weeks’ de- 
bate which preceded the test vote. During 
the second week of the debate, observers 
were puzzled by the lack of opposition 
which had been expected to materialize. 
Senator Douglas (Democrat, Illinois), 
who delivered a 5-day address exhaustive- 
ly marshaling the arguments for the op- 
position to the bill, spoke at times to a 
Senate chamber almost empty. 

When Senator Humphrey (Democrat, 
Minnesota), one of those who had been 
expected to speak up against the bill, ex- 
plained that he had been absent from the 
debate on business of the Agriculture 
Committee, Douglas replied wryly that he 
had only been trying “to hold the fort un- 
til the big guns come up.” Subsequently, 
Senators Humphrey and Kennedy (Dem- 
ocrat, Massachusetts) and other Demo- 
crats did join the debate in opposition to 
the measure. But for more than a week 
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Douglas just about “held the fort” alone, 
with some scattered assistance. 

The real challenge came with the mo- 
tion of Senator Potter (R., Mich.) to re- 
commit the bill to committee pending 
investigation of alleged attempts of im- 
proper influence on the vote of Senator 
Case (R., South Dakota). When the Sen- 
ate, by a vote of 66 to 30, refused to 
shelve the measure, the bill was saved from 
pigeonholing for the session. 


i iw tall, gray former economics pro- 
fessor was armed with about 150 
pages of prepared text weighing a pound 
and three-quarters. On the first day, after 
two and one-half hours devoted largely 
to interpolations and exchanges with Sen- 
ator Russell B. Long (Democrat, Louisi- 
ana), he had read three and one-half 
pages. 

“It’s worth debating a month,” he told 
the four Senators still in the chamber, 
“and I’m ready for at least three weeks 
myself.” But he had finished his main ad- 
dress after four more days. In this pre- 
pared text, Senator Douglas accused the 
industry of raising “a war chest of at least 





WASHINGTON AND THE UTILITIES 


$1,500,000” to promote the pending bill. 
This, he said, ‘indicates the nature of the 
campaign we have seen and may expect.” 

A major development of GOP support 
for the bill occurred when Senator Styles 
Bridges (New Hampshire), chairman of 
the Senate Republican Policy Committee 
and the ranking Republican member of 
the body in terms of tenure, vigorously 
threw his support to the measure. Bridges 
emphasized he was speaking as an indi- 
vidual Senator and not as a party leader. 
Speaking in the name of “free enterprise,” 
Bridges asserted that “the continued 
emphasis on more federal laws to protect 
the public seems to me to be wrong on sev- 
eral grounds.” 

“Continued increase in federal agen- 
cies, the concomitant of more federal 
laws, tends to destroy our system of a fed- 
erated republic,” he asserted. Bridges’ ac- 
tion came as no surprise since he had 
voted for a similar measure, known as the 
Kerr Bill, which was passed by the Sen- 
ate but vetoed by President Truman in 
1950. 


HE attack by Bridges on price regula- 

tion at the wellhead as adverse to free 
enterprise was protested by Senator Wil- 
liam A. Purtell (Republican, Connecti- 
cut), who has announced his opposition 
to the bill. Pointing out that he, too, is a 
New Englander, Purtell said that free en- 
terprise to him meant free competition and 
free determination by a purchaser as to 
from whom he would buy. In the natural 
gas production industry, he said, there are 
no such elements. He stated: 


There is no competition in natural 
gas production. And, until there is, the 
federal government must protect the 
consumers through price regulation. 
The producers are collecting 10 cents a 
thousand cubic feet today and it may 
be 30 cents if the price regulation is re- 


moved. We are not protecting competi- 

tive Capitalism through this bill. We are 

injuring it. 

Meanwhile, it became apparent that 
floor managers for the Fulbright Bill 
would follow a strategy of refusing to ac- 
cept amendments to the measure. This 
course of action was intended to forestall 
another full-scale debate in the House 
which might take place if the Fulbright 
Bill went back to Senate-House confer- 
ence for adjustment of any substantial dif- 
ferences between the Senate bill and one 
passed last summer by the House. The 
House bill was approved by a margin of 
only six votes—209 to 203—despite ter- 
rific pressure put behind it by Speaker Sam 
Rayburn (Democrat, Texas). 

By restricting Senate amendments to 
technical changes of a minor nature the 
antiregulation forces hope to obtain 
House concurrence without opening the 
main issue up to debate again, thus avoid- 
ing the risk of the House rejecting the 
bill. Senator Pastore, a vigorous opponent 
of the measure, suggested new language 
in the bili governing the producer prices 
that could be reflected in rates charged by 
pipeline companies. As the bill was pre- 
sented, the FPC would have the authority 
to fix rates reflecting no more than “a rea- 
sonable market price” to be paid by the 
pipelines to independent producers. Pas- 
tore wanted this language changed to “a 
just and reasonable” price. 


a. dismissed Pastore’s sugges- 
tion as “utterly worthless.” Fulbright 
said that “just and reasonable” price 
meant something quite specific in law— 
cost plus reasonable return, which this bill 
is attempting to get away from. 

Pastore asserted that the “sleeper” in 
the bill is the provision that application of 
controls begins at the point where the gas 
is sold to the pipeline for interstate trans- 
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mission, rather than at the wellhead. Ful- 
bright countered with the argument that 
continuation of present controls at the 
wellhead—as decreed by the United States 
Supreme Court in 1954—would mean less 
gas eventually because producers would 
be reluctant to explore for new supplies 
under such regulations. This, he said, 
would lead inevitably to a price rise for 
the consumer. 

Senator Prescott Bush (Republican, 
Connecticut) told Fulbright that he would 
like to see amendments in the bill spe- 
cifically spelling out what factors the FPC 
would take into consideration in determin- 
ing “reasonable market value.” But Ful- 
bright again was unreceptive, replying 
that regulatory bodies have had ample 
precedent for defining such a phrase. 


” 
Two St. Louis Meetings 


ee power policies and 
practices have again been sharply 
criticized from the speaker’s platform at 
an annual National Rural Electric Co- 
operative Association convention. Anti- 
administration statements made in St. 
Louis before delegates from REA co- 
operatives throughout the nation generally 
followed the usual custom of that organi- 
zation. Clyde T. Ellis, NRECA general 
manager, opened this session with an at- 
tack on the report of the Presidential Ad- 
visory Committee on Water Resources 
Policy, released last month, which he said 
“endorses most, if not all, of the recom- 
mendations of the Hoover Report on 
Water Resources and Power.” 
Representative Jones (Democrat, Ala- 
bama), chairman of a House Government 
Operations subcommittee which has been 
“studying’’ Hoover Commission recom- 
mendations pertaining to water resources 
policy, also criticized present power poli- 
cies. The political nature of his approach 
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was shown by his statement that “‘the sur- 
est way to change administration policy is 
to change administrations.” Republican 
Governor Hall of Kansas supported the 
President’s philosophy and program for 
rural electrification, but said it had been 
confused by Washington politicians who 
had been “sold a bill of goods” in support- 
ing the Dixon-Yates contract and private 
development of dams at Hell’s Canyon. 


EA Administrator Nelsen, however, 
stressed the values of local inde- 
pendence, fostered by current practices, in 
opposition to an REA program laid down 
solely by “bureaucrats from Washing- 
ton.” In looking to the challenge of the 
future, he calculated that REA systems 
will need approximately twice as much 
capital in the next twenty years as they 
have in the first twenty. He said that new 
generating plants and related transmission 
facilities will have to be built in the 
amount of an estimated $3 billion. 
According to REA estimates, by 1976 
farmers will be using at least 45 billion 
kilowatt-hours, three times their present 
requirements. In appraising current pro- 
grams and objectives, the REA Adminis- 
trator said that “nearly all” of the na- 
tion’s 300,000 unelectrified farms could 
be serviced in the next five years. Co-op 
financial positions are “the strongest . . . 
ever...” He stated that the administra- 
tion was going “right ahead with our pol- 
icy of meeting the farmers’ needs for 
electrification and telephones.” “One of 
the greatest threats to this program,” he 
warned, “is the politics that is sometimes 
played with it.” 


} de first public presentation of the 
Cabinet Committee on Water Re- 
sources Policy report was made at another 
meeting in St. Louis, held during the 
same week as the NRECA convention. 








Under Secretary of Interior Clarence A. 
Davis outlined the contents of the report, 
which was sent to Congress on January 
17th, before the National Conference on 
Water Resources Policy. The Cabinet 
Committee’s recommendations have been 
called the first proposal of a water re- 
sources policy upon which all water re- 
source agencies of the federal government 
are reported to be in official agreement. 


The report recommends: (1) that local 
governments and private industry bear 
more of the costs of furnishing an ade- 
quate water supply; (2) setting up a top- 
level water co-ordinator who would over- 
see the work of all federal agencies 
dealing with water resources; (3) that the 
federal government avoid building any 
project that can be built by nonfederal in- 
terests; (4) setting up a board of review, 
independent of federal agencies, to 
analyze the engineering and economic 
feasibility of projects, reporting to the 
water resources co-ordinator; (5) estab- 
lishment of water resources committees in 
each region with federal and state repre- 
sentatives; and (6) provision for a per- 
manent interagency advisory committee 
on water resources composed of policy- 
making officials of agencies concerned in 
water resource development. 


te sateaggeosienean reaction to the report 
was partisan in nature. Senator 
Morse (Democrat, Oregon) said its 
recommendations were largely a restate- 
ment of the Hoover Commission recom- 
mendations on water power resources. 
Senators Hill and Sparkman (both Dem- 
ocrats, Alabama) and Representative 


Jones (Democrat, Alabama) jointly criti- 
cized its silence on the TVA. The Ala- 
bamans’ statement noted, however, that 
the report ‘“‘avoided the use of the word 
‘power’ in discussing the benefits of water 
resource development, although hydro- 
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electric power generation is one element 
that makes most water resources develop- 
ments feasible.” 

Aa 


Bills 1n Congress 


HE Senate Public Works Committee 

finally voted out (6 to 2) the Lehman 
Bill (S 1823) on the Niagara redevelop- 
ment project. The action came after the 
committee had defeated, by the same vote, 
the Capehart Bill (S 6), providing for 
private enterprise development. The bill 
of Senator Lehman (Democrat, New 
York), which is regarded as having a good 
chance of passing the Senate at this time 
(not the House), calls for development 
of the U. S. share of the power at the 
Niagara Falls site by the New York State 
Power Authority under a license granted 
by the FPC, with preference provisions 
giving public agencies first rights to the 
power. 

Congress approved and sent to the 
White House a joint resolution authoriz- 
ing a $3,000,000 “final” economic feasi- 
bility survey of the proposed Passa- 
maquoddy Bay (Maine) tidal power 
project. Efforts to win passage of the ad- 
ministration-supported plan had _ been 
stymied in the House during the past two 
sessions of Congress. As now adopted, the 
resolution specifically does not commit 
Congress to construction of the project it- 
self. 

The study, for which $1,000,000 was 
provided in the budget for fiscal 1957, will 
take several years to complete. Its purpose 
is to determine whether the project could 
give New England new generating ca- 
pacity at economic cost. 

The House Interior Affairs Committee 
has approved (14 to 5) a bill (HR 412) 
to authorize the $156,000,000 Fryingpan- 
Arkansas project in Colorado. The Sen- 
ate has a similar bill pending (S 300). 
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AT&T Trust Suit Settled 
HE long-pending (since 1949) anti- 
trust suit against the American Tele- 

phone and Telegraph Company was finally 
settled on January 24th on terms described 
by the government lawyers as a major 
victory. Actually, however, the govern- 
ment did not succeed in forcing a divorce 
of AT&T from its manufacturing sub- 
sidiary, Western Electric, as it had orig- 
inally demanded. 

Subsequent performance of AT&T 
shares and Bell system securities in the 
money market would indicate that the in- 
vesting public feels that the long-range 
effect of the settlement, if not actually 
beneficial, will not harm the Bell system’s 
earnings. 

Herbert Brownell, Jr., Attorney Gen- 
eral, announced the signing of a consent 
decree in the federal court in Newark, 
New Jersey. Under the terms of the settle- 
ment, AT&T must: 


1. License 8,600 existing patents to 
all applicants without royalties. 

2. License all its other patents, pres- 
ent and future, to any American con- 
cern at “reasonable and nondiscrimina- 
tory” rates. 

3. Get out of all business not directly 
connected with the communications 
field. 
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4. Maintain uniform cost accounting 
methods for its manufacturing sub- 
sidiary, Western Electric. 


As already stated, the original com- 
plaint sought to have the courts order 
either a divorce of AT&T from its manu- 
facturing subsidiary, Western Electric, 
or a complete dissolution of the latter. Had 
that been accomplished, Western Electric 
would have been launched into the tele- 
phone and electronic manufacturing fields 
as an independent organization, creating 
a new and difficult competitive pattern for 
various existing manufacturers. Under 
the terms of the consent decree, Western 
Electric will continue as the manufactur- 
ing branch of the Bell system, but with a 
mandate of the court to allow certain 
patents (previously restricted to General 
Electric, Westinghouse, and Radio Cor- 
poration of America) to be used by all 
American manufacturers, royalty free and 
without limitation as to time or manner 
of use. 


B leaving Western Electric as the 
manufacturing arm of the Bell sys- 
tem, state and regulatory commissions 
continue to have power to control charges 
for Western Electric services to Bell sys- 
tem operating companies. The regulatory 
authorities would have no such control 
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over Western Electric charges if it were 
made independent. One interesting aspect 
of the decree is a prohibition against 
AT&T or Western Electric continuing in 
the business of leasing and maintaining 
facilities for private communication sys- 
tems not subject to public utility regula- 
tion. Putting Bell system out of this type 
of business (which must be accomplished 
within five years) should open opportu- 
nities for independent manufacturers and 
electronic appliance services to obtain pri- 
vate industrial communications business 
which they might otherwise not enjoy. 

Stanley N. Barnes, Assistant Attorney 
General in charge of the Justice Depart- 
ment’s antitrust division, said the decree 
was “one of the most important” in anti- 
trust history. Another department lawyer 
called it “miraculous.” 

In New York, Cleo F. Craig, president 
of AT&T, acknowledged that the terms 
of the consent decree were “stringent.” 
However, he said, the settlement will 
leave intact “the unique combination and 
teamwork of the operating companies, the 
Bell Telephone Laboratories, and the 
Western Electric Company that over the 
years has produced for the people of this 
country the finest, most widely used, and 
most progressive telephone service in the 
world.” 


First Started in 1949 


HE AT&T Case was one of three ma- 

jor antitrust suits brought by the gov- 
ernment in the electronics field since 
World War II. The others, involving the 
Radio Corporation of America and Inter- 
national Business Machines, also were in 
negotiation for possible consent settle- 
ment. 

The IBM negotiations were com- 
pleted and a settlement reached on the day 
after the AT&T decree was announced. 

The government complaint, filed in 
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1949, charged that AT&T and Western 
Electric had “unlawfully restrained and 
monopolized trade and commerce in the 
manufacture, distribution, sale, and instal- 
lation of telephone equipment.” It was a 
civil suit; the government was not calling 
for a fine but wanted the courts to order 
changes in AT&T’s structure. Specifically, 
the government asked that the parent cor- 
poration give up its interest in Western 
Electric, that Western Electric be dis- 
solved and its assets divided among three 
other companies. 

The judgment entered last month al- 
lows Western Electric to continue as 
manufacturer to the Bell system. How- 
ever, several important restrictions are 
put on the intercompany relationship. 
First, Western Electric is enjoined from 
paying any patent royalties to AT&T—a 
transfer of funds within the system that 
might be used to justify higher cost fig- 
ures for rate-making purposes. Western 
Electric is prohibited from manufactur- 
ing any equipment “not useful in furnish- 
ing common carrier communications serv- 
ices.” For example, the concern will have 
to sell Westrex Corporation, a subsidiary 
that makes movie sound equipment. This 
requirement becomes effective in three 
years. 

Finally, Western Electric is directed to 
“maintain cost accounting methods which 
afford a valid basis for determining the 
cost to Western Electric of equipment sold 
to the Bell system.” 


_ order is an answer to complaints 
made by federal agencies as early as 
1939 that varied Western Electric prices 
made it impossible for different state reg- 
ulatory agencies to make fair comparisons 
of costs. In addition, AT&T itself is for- 
bidden to engage in any business other 
than communications services subject to 
government regulation—except for some 
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research, government work, and business 
incidental to communications. 

The effect of all these restrictions on 
Western Electric and AT&T, a Justice 
Department lawyer said, will be to con- 
fine them to activities that can be regulat- 
ed by state and federal utility commis- 
sions and to make such regulation easier. 

The department indicated that the 
patent provisions of the consent decree 
were even more important. The provisions 
were described as “unprecedented in their 
breadth and duration.” Mr. Barnes said 
the number of patents opened up by the 
judgment is “certainly the largest” ever 
made available at one time. The 8,600 
patents, which will now be licensed with- 
out royalties, have been held jointly with 
the General Electric Company, Westing- 
house Electric Corporation, and RCA. 
Royalties on any previously licensed pat- 
ents have been shared with these three 
firms. 

Among the patents said to be in this 
now free group are some for transistors, 
the tiny electronic devices which take the 
place of vacuum tubes. Developed by Bell 
Laboratories since World War II, transis- 
tors now are used in miniature radio cir- 
cuits and in many electronic weapons. 
One government lawyer said reduced 
royalty rates and increased competition 
in the industry might reduce the cost of 
some weapons substantially for the De- 
fense Department. 

The consent judgment was drafted in 
negotiation between the companies and 
the government. When it was signed by 
Judge Thomas F. Meaney, it took on the 
force of a judicial decision. Any viola- 
tions could be punished by the courts. 


* 


FCC Wants More TV 


parson George C. McConnaughey 
of the Federal Communications Com- 
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mission has assured Senate investigators 
that the FCC is “bending strong effort” 
to bring more television service to both 
large and small communities across the 
nation. McConnaughey told the Senate 
Interstate Commerce Committee recently 
that the FCC has given priority to vari- 
ous studies and proposals aimed at over- 
coming obstacles to broader TV service. 
The committee, which is looking into the 
nation’s television industry, had asked for 
a “progress report” on the FCC’s work. 

McConnaughey said the FCC’s current 
network study is looking into the possibil- 
ity of increasing competition among net- 
works and between networks and inde- 
pendent stations, program and advertising 
sources. It also is concerned with the possi- 
bility of extending network affiliations to 
stations in small communities, he said. He 
stated that if Congress appropriates addi- 
tional funds, the study should be finished 
by July 1, 1957. McConnaughey gave no 
target date for finishing the FCC’s investi- 
gation of the over-all TV channel alloca- 
tion plan. 

The FCC inquiry is aimed at solving 
difficulties caused by the mixture of very- 
high and ultra-high frequency channels in 
the same areas. The chairman said the 
majority of commissioners are convinced 
it would be “contrary to the public inter- 
est” to delay granting permits for new 
UHF stations until the inquiry is finished. 
Although some UHF broadcasters have 
asked for such a delay, McConnaughey 
said, most commissioners feel there is 
“little basis to assume that the first local 
VHF station would necessarily eliminate 
local UHF stations.” 


| he Commissioner Robert E. Lee sug- 
gested that pay-as-you-see television 
be tried out on ultra-high frequency sta- 
tions. Lee asked the committee to consid- 
er the idea in its current investigation of 
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television broadcasting. Chairman War- 
ren G. Magnuson (Democrat, Washing- 
ton) said the committee would go into 
subscription TV later in its hearings. Lee 
said pay-as-you-see TV might be tried on 
UHF stations only as a means of boost- 
ing their revenues. He said that might en- 
able some stations now having financial 
troubles to stay on the air until the FCC 
decides whether to authorize a subscrip- 
tion service on a regular basis. 

The FCC has been considering for 
some time whether to permit the service, 
which would furnish certain special pro- 
grams to viewers willing to pay a fee to 
see them. Lee said some controls should 
be imposed on a UHF trial, such as lim- 
iting fee programs to 10 per cent of a 
station’s broadcast time. A_ standing- 
room-only crowd turned out for opening 
of the committee’s hearings. After a dis- 
pute over the FCC’s TV channel alloca- 
tion policy, the hearings were recessed to 
give committee members time to study a 
report submitted by FCC Chairman Mc- 
Connaughey. The hearings were to re- 
sume early this month. 

Senator John O. Pastore (Democrat, 
Rhode Island) said he sees “‘no hope” for 
ever “deintermixing” TV channels “with 
the FCC’s attitude.” “They are so badly 
scrambled, you'll never unscramble 
them,” he told the seven FCC commis- 
sioners. Deintermixture refers to pro- 
posals to end the mixture of very-high 
and ultra-high TV channels in the same 
communities, by putting the various com- 
munities on all-VHF or all-UHF. Pas- 
tore said “UHF and VHF cannot live to- 
gether in the same community because the 
big fish eat up the little fish—-UHF sta- 
tions.” 


oe and FCC Commis- 
sioner John C. Doerfer defended 


the FCC’s decision to investigate channel 
allocations on a nation-wide basis, rather 
than “deintermixing” channels in certain 
localities. Doerfer said “unscrambling 
the allocation plan on a piecemeal basis” 
would not comply with the FCC’s duty to 
provide an equitable distribution of TV 
service. He said the FCC has indicated it 
would “deintermix” channels if its in- 
quiry shows that is in the public interest. 
Commissioner Rosel H. Hyde charged 
that the FCC’s dismissal of “deintermix- 
ture” petitions for five areas discouraged 
development of UHF. Hyde dissented 
from the FCC majority’s decision in the 
five cases last November. He said expan- 
sion of the nation’s TV service must in- 
clude UHF stations because there are not 
enough VHF channels to go around. 


* 
An Unusual Utility 


——- providing community tele- 
vision antenna service has been held 
to be a telephone company under a recent 
ruling by the California Public Utilities 
Commission. The commission’s order in- 
volved Television Transmission, Inc., 
which provides television service to pay- 
ing subscribers. The service consists of 
coaxial cable television antenna facilities 
for some 950 TV set owners in the hilly 
area of Walnut Creek, Lafayette, and 
Martinez. In its precedent-making deci- 
sion, the California commission took 
jurisdiction over the company following 
the filing of complaints alleging service 
deficiencies. (See also, page 280.) 

To operate its service, Television 
Transmission, Inc., has placed a large an- 
tenna on a high point, transmitting sig- 
nals to subscribers via poles and facilities 
of the Pacific Gas and Electric Company 
and Pacific Telephone & Telegraph Com- 


pany. 
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Rewiring “Finance Plans” 
Stimulate Residential 
Use of Electricity 


a Edison Electric Institute recently 
announced a national drive for bet- 
ter home wiring. Over 20,000,000 Ameri- 
can homes have wiring facilities that are 
obsolete and under capacity, according to 
EEI. The average use of electricity in 
American homes has more than doubled 
in the past ten years and is expected to 
double again in the next decade. 

The principal reasons impelling home 
owners to rewire inadequately wired 
homes are purchase of additional appli- 
ances, home remodeling, and added con- 
venience. The air conditioner, electric 
range, clothes dryer, water heater, and 
heat pump are among the heavy-duty ap- 
pliances which usually require rewiring. 

The plan is to emphasize the “house- 
power” theme, and the objectives of the 
campaign call for extensive magazine, 
newspaper, and television promotion by 
utilities, electric manufacturers, contrac- 
tors, and dealers. In addition to printed 
and air media support, EEI plans a na- 
tional contest for home owners, which will 
run from May through September, 1956. 
It will offer the winners hundreds of ap- 
pliance merchandise prizes, as well as a 
$10,000 grand prize in cash. 

In a special survey of the rewiring pro- 
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Financial News 
and Comment 


By OWEN ELY 


gram last year, Electrical World found 
that the number of electrical services in 
the home has increased from 19 in 1930 
to 54 today, and that residential use of 
electricity is now nearly four times as 
great as it was in 1934. Since two-thirds 
of our homes are over twenty years old 
(half are more than thirty) they are ob- 
viously not wired to handle all the new 
appliances. Some 43 per cent of the cus- 
tomers still have only two-wire service, 
hence it is obvious that the biggest mar- 
kets are in appliances that need 240-volt 
circuits. 


M2*% utilities are now devoting a 
larger part of their advertising budg- 
et to the rewiring program in all sorts of 
vehicles, but there has been a lag in adding 
personnel to follow up on sales. Special 
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finance plans to handle the cost of rewir- 
ing are gaining in popularity. About 40 
per cent of the utilities surveyed had 
adopted wire-on-time plans, but it was too 
early to appraise the results. (About one- 
quarter of the utilities said they did not 
intend to use such plans, however.) Of 
those that are helping customers finance 
their needs, about one-third are doing it 
“on their own” while two-thirds use the 
banks either entirely or in combination. 

One company in a highly favorable 
area (selling very cheap hydro power) 
was able to double its residential consump- 
tion in a year with some 400 customers 
who had modernized their wiring. These 
results would hardly prove typical for the 
industry, however. 

Consolidated Edison of New York has 
probably had the toughest rewiring prob- 
lem of any large utility. Over three-quar- 
ters of its apartment dwellings have been 
inadequately wired, according to Vice 
President Schofield in Electrical World, 
as well as large numbers of one- and two- 
family homes. The company began its 
campaign a little over two years ago and 
has now rewired 14,000 old homes, while 
practically all new homes are now three- 
wire installations as compared with only 
about 30 per cent in 1952. In apartment 
houses with nearly 11,000 dwelling units, 
original capacity has been more than 
doubled by improved wiring, at an aver- 
age cost of $200 per apartment. 


WwW" about 78 per cent of apartments 
inadequately wired, however, there 
is still a big job to do. Many old commer- 
cial buildings are also being rewired with 
Con Ed’s co-operation and new buildings 
with an estimated demand for 145,000 
kilowatts will have heavy wiring installa- 
tions to take care of all foreseeable de- 
mands by tenants. The whole program in 
the two-year period has involved about 


$50,000,000 in equipment and _ labor. 
Con Ed’s most effective advertising 
medium is its sound-color movie “The 
Magic Link,” which has been shown to 
about a quarter of a million customers. 
Some 214 prints have been bought by 110 
other utilities throughout the country. 


» 


Net Income of Natural Gas 
Companies up 15.5 Per Cent 


oR the twelve months ended Septem- 

ber 30th, the combined revenues of the 
gas utilities and gas pipelines passed the 
$5 billion level, reaching $5,108,000,000 
for a gain of 14.7 per cent over the previ- 
ous period. Operating expenses also rose 
by 14.7 per cent, but maintenance in- 
creased only 8.6 per cent and depreciation, 
depletion, etc., 9.6 per cent, though taxes 
were 19 per cent higher. Net operating 
revenues thus gained 15.7 per cent, but 
other income declined so sharply that the 
increase in gross income was only 10.8 
per cent. Income deductions were 11.2 per 
cent lower, so that net income was up 10.7 
per cent. 

These reports included the mixed and 
manufactured gas facilities. For the 
natural gas companies alone (constituting 
about 87 per cent of the total) the in- 
crease in revenues was exactly the same 
as for the entire industry (14.7 per cent) 
but miscellaneous income made a better 
showing and fixed charges did not increase 
so fast, so that net income showed a gain 
of 15.5 per cent. 

These composite income accounts pub- 
lished by the American Gas Association 
reflect both revenues from sales to ulti- 
mate consumers and sales for resale, and 
therefore should not be interpreted as 
“net” or “consolidated” statements, since 
the duplicative effect of including both 
pipeline sales for resale, and distribution 
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company sales to ultimate consumers, has 
not been eliminated. 


© 


Difficulties with Some Interim 
Earnings Reports 


—_— this season of the year, it be- 
comes necessary in our earnings 
tables to differentiate between those util- 
ities which have now reported for the cal- 
endar year 1955 (designated by ‘“Dec.’’) 
and those which have not reported any 
later figures than for the calendar year 
1954 (indicated by “Dec. 754”). In the 
current list (see pages 250, 251, and 252) 
it will be noted that some nine New Eng- 
land companies have not issued usable in- 
terim figures, so that the latest twelve 
months’ figures are for the calendar year 
1954. This means that three of our ratios 
—price-earnings ratio, dividend pay-out, 
and per cent increase in earnings—are all 
decidedly out of date as guideposts to in- 
vestors. Outside of New England there 
are only two domestic companies (includ- 
ing one managed largely in Boston) which 
are deficient in this respect, although most 
of the Canadian companies report only 
once a year. 

Among these New England companies 


the most important utility is Boston Edi- 
son, which does issue some interim re- 
ports, but only covering periods of three 
months, six months, and nine months, re- 
spectively. It would seem a comparatively 
simple chore for the company to issue its 
interim figures on a twelve months’ run- 
ning basis so that its common stock could 
be properly appraised in comparison with 
other utilities of similar size and quality. 


* 


“Rapid Growth’ States 


§ pee accompanying chart on page 247, 
prepared by Ebasco Services Incor- 
porated,’ indicates the “rapid growth” 
states for the period 1940-54. As might be 
expected, the western states lead the pro- 
cession with Nevada as number one with 
a population growth of over 91 per cent, 
Arizona second with 86 per cent, and Cali- 
fornia third with 81 per cent. Florida 
ranks fourth with 74 per cent, after which 
there is a sharp drop to Oregon’s 51 per 
cent. It is surprising, perhaps, to see a 
couple of eastern states—Maryland and 
Delaware—among the first ten, while Vir- 
ginia is thirteenth—surprisingly, it ranks 


1“Business and Economic Charts,” December, 1955. 





Jan. 27, 
1956* 


U. S. Long-term Bonds—Taxable .. 
Utility Bonds—Aaa 
Aa 


A 


Baa 
Utility Preferred Stocks— 
—High-grade 
—Medium-grade .... 
24 Electric Utility Common Stocks .. 
30 Gas Utility Common Stocks 


4.65 


*Approximate date. 


for government bonds. 





CURRENT YIELD YARDSTICKS 
1 ole Range 


Latest available Moody indices are used for utility bonds and stocks; Standard & Poor’s index 


1954 Range 
High Low 


2.70% 2.41% 
3.13 2.86 
3.19 2.92 
3.37 3.11 
3.72 3.37 


4.09 3.85 
4.51 4.17 
5.23 4.50 
5.22 4.64 


1953 Range 
High Low 


3.15% 2.70% 
3.43 3.01 
3.59 3.07 
3.72 3.23 
3.94 3.50 


4.45 
4.87 
5.72 
5.66 


Low 


2.62% 
2.93 
2.99 
3.12 
3.37 


3.89 
4.19 
4.32 
4.29 
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ahead of Texas. New Jersey and New 
York, with gains of 28 per cent and 18 
per cent, respectively, make a respectable 
showing. 

Mississippi, Oklahoma, and Arkansas 
showed declines, presumably due to the 
migration of Negro families to the large 
cities, but Alabama made a better showing 
with a gain of about 6 per cent. As might 
be expected, the New England states were 
in the latter half of the procession, with 
the exception of Connecticut which ranks 
sixteenth, presumably due to its machine 
industry. The average gain for the U. S. 
as a whole was 22 per cent. The popula- 
tion increases by regional areas were as 
follows : 


New England 
Middle Atlantic 
South Atlantic 
East North Central 
East South Central 
West North Central 
West South Central 


Ebasco Services also presented a chart 
(based on Census figures) projecting the 
future U. S. population, from which the 
figures in table below were obtained. 


Sd 


Analyzing the Credit for 
Interest Charged to 
Construction 

N recent years electric utility companies 
have made increasing use of the ac- 
counting device “Interest Charged to 
Construction—Credit” in order to sus- 
tain share earnings during periods when 


Per cent gain 1965 over 1955 


” ” 


1975 over 1965 
1975 over 1955 


” ” ” 
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heavy construction programs, with re- 
sultant financing, were under way. The 
credit is somewhat of a stabilizing device, 
to prevent earnings from being penalized 
during the interim period when new cap- 
ital is being employed in construction 
without resultant earnings from operation. 
Of course when the new construction unit 
goes into operation the credit ceases. In 
general, the credit amounts to 6 per cent 
(some utilities use a smaller percentage), 
reflecting the theoretical 6 per cent which 
the utility would be permitted to earn on 
the investment in new plant if operation 
began simultaneously with construction. 

In earlier years of the postwar period 
comparatively little use was made of the 
interest credit, but since 1951 the item 
has enjoyed increasing popularity. But it 
is a fact that reserve capability has also 
increased in recent years. The combination 
of these two trends has resulted in some 
irregularities in share earnings for individ- 
ual companies. The following table indi- 
cates the postwar record for the privately 
operated electric utilities : 


Interest 
Charged to 
Construction 
—Credit 
(Miill.) 


$ 3 
6 


15 
28 
38 
38 
35 
50 
73 
70 


Construction 
Expendt- 
tures 
(Mill.) 


Reserve 

Capability 

$ 350 27% 
650 11 
1,235 6 
1,830 7 
2,190 14 
2,050 10 
2,135 12 
2,599 12 
2,876 18 
2,835 22 


1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 


U. S. Population (Millions) 
Minimum Maximum 
Forecast Forecast 
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NFORTUNATELY, the U. S. totals for 

the “interest charged to construction- 
credit” become available only when the an- 
nual yearbook “‘Statistics of Electric Utili- 
ties” is issued by the FPC, and the 1954 
issue has not yet been issued. A spot check 
of some of the larger utility companies in- 
dicates that in 1954 there was probably a 
moderate decline in the total use of the 
credit. It is rumored that some utilities 
have now discontinued use of the device. 
However, the above figures seem adequate 
to illustrate our point; 1.e., that the in- 
creased use of this device (which increases 
share earnings ) came at a time when many 
companies began to have excess capacity 
ranging from 15 to 30 per cent, as com- 
pared with perhaps 5 to 10 per cent imme- 
diately after the war. The result has been 
that there is now considerable irregularity 
in earnings as a result of these two trends. 
At the present time it is sometimes diffi- 
cult for a big new generating unit to “earn 


its keep” (6 per cent on the investment) 


2 


immediately. In the first place it may take 
two or three months in some cases to “get 
the bugs out” of a big new generator, and 
have the unit running smoothly at 80 or 
90 per cent load factor. Secondly, as noted 
above, the reserve over peak requirements 
has probably now increased over past 
years. Third, the plant normally operates 
at well below the seasonal peak, which 
means further excess capacity for a good 
part of the year. Hence, even though the 
new unit may be used as much as possible, 
the gain in earnings may temporarily fall 
short of meeting the former item “inter- 
est charged to construction-credit.” Se- 
curity analysts have become accustomed 
to hearing managements remark that a 
dip in share earnings (or their failure to 
gain at the anticipated rate) is accounted 
for by a decline in the interest credit. 


a ue LocxE of Goodbody & Co. recent- 
ly prepared “A Comparative Study of 
the Interest during Construction Credit 


ELECTRIC AND GAS FINANCING IN 1955 


Electric Companies 

Bonds —sold to public 

—sold privately 
—offered to stockholders 
—sold to public 

—sold privately 
—offered to stockholders 
—sold to public 

—offered to stockholders 


Preferred 


Common 


Gas Companies 
Bonds —sold to public 
—sold privately 
—offered to stockholders 
—sold to public 
—sold privately 
—offered to stockholders 
—sold to public 
—offered to stockholders 


Preferred 


Common 


$ 723,080,000 


New Money Not New Money Total 


$ 830,222,000 
848,000 
40,951,000 
149,798,000 
47,450,000 
34,088, 
102,422,000 
252,619,000 


$ 107,142,000 





$1,409,415,000 
$ 220,154,000 


$1,540,398,000 


$ 220,154,000 
339,991,000 
7,131,000 
77,517,000 
507, 
5,408,000 
83,863,000 
105,281,000 


130,983,000 


327,412,000 12,579,000 
’ ,000 
10,500,000 


42,795,000 
105,281,000 





$ 839,852,000 
$2,380,250,000 


67,444,000 
198,427,000 


$ 772,408,000 
$2,181,823,000 





Source, Irving Trust Company. 
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for 86 Electric Utility Companies.” The exceeding 10 per cent of reported per 
table shows the interest credit, the report- share earnings, compared with 20 com- 
ed share earnings, and the earnings with- panies in the calendar year 1954 and 25 
out the interest credit for the three years in 1953. When this credit reaches or 
1953, 1954, and 1955 (twelve months end- exceeds 10 per cent of per share results 
ed September 30th); also the dividend careful examination and a close follow- 
rate and the pay-out percentage both in- ing of reported earnings are necessary 
cluding and excluding the interest credit. as the stock may react due to temporari- 


The following is quoted from the Good- ly lower earnings in the period imme- 
diately following a sharp drop in the 


oa ey: credit. And a sharp drop may occur 

In the twelve months ended Septem- when the credit is large as time is re- 

ber 30, 1955, there were ten companies quired to develop higher earnings in 
with interest during construction credits some cases. 





NEW-MONEY OFFERINGS IN DECEMBER, 1955 


Electric Companies 

Bonds —sold to public $100,234,000 
Preferred —sold to public 17,550,000 
Common - —sold to public 7,713,000 


$125,497,000 


Gas Companies 

Bonds —sold to public $ 2,501,000 
—offered to stockholders 3,661,000 
—sold privately 29,100,000 

Preferred —sold to public 3,304,000 
—offered to stockholders 5,408,000 

Common —sold to public 


$ 43,974,000 
$169,471,000 











DATA ON ELECTRIC UTILITY STOCKS 


1/25/56 Cur- Share Earnings* i Divi- Common 
Price Div. rent Cur. % In- 12 Mos. dend Stock 
About Rate Yield Period crease Ended i Pay-out Equity 


Amer. Gas & Elec. ........ $2.00h 4.1% $2.93** 18% Nov. 
Arizona Pub. Serv. 2 100 4. 1.27 DS Nov. 
Arkansas Mo. Power 1.24 1.65 5 Sept. 
Atlantic City Elec. ....... 1.20b 1.52 10 Nov. 
Baltimore G. & E. ........ 1.60 2.06 36 Sept. 
Bangor Hydro-Elec. ...... 1.80 2.11 Dil Sept. 
Black Fills PP, & L. ...... 1.28 2.16 7 Oct. 
Boston Edison 2.80 : Dec. ’54 
Calif. Elec. Power 70 Sept. 
Calif. Oreg. Power ..... ee 1.60 Nov. 
Cattt.-Pache Util; 2... 1.40 Nov. 
ec i a 3) Dre 4 1.10 Dec. 
Cent. Hudson G. & E. ..... 76 Sept. 
Gent, Ti BOG, 26.0560 1.20 Sept. 
eg Un. | ae Nov. 
Coie | The Joo Sept. 
Cent. Louisiana Elec. ...... Sept. 
Cent. Maine Power Nov. 
Cent. & South West Sept. 
OST tu Se oe eee Nov. 
Cincinnati G. & E. ........ Sept. 
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1/25/56 Cur- Share Earnings* Price- Divi Common 
(Continued) Price iv. rent Cur. Jo In- 12 Mos. Earns. dend Stock 
About Yield Period crease Ended Ratio Pay-out Equity 


Cire WIS: 6s6ck.cceass - 6.0a June 14.8 
Cleve. Elec. Illum. ........ z 4.6 Sept. 15.3 
Colo. Cent. Power : 44 Sept. IZ! 
Columbus & S. O. E. : June 14.9 
Commonwealth Edison .... Sept. 
Community Pub. Serv. .... Sept. 
Concord Electric Dec. 54 
Connecticut L. & P. ...... Nov. 
Connecticut Power Sept. 

Consol. Edison Sept. 
Consumers Power Nov. 

[Boh aa Care Sept. 
Delaware P: & L. ......0 Dec. 

Detroit Edison 

Duke Power 

Duquesne Light 

Eastern Util. Assoc. ...... 
Edison Sault Elec. ........ 
Pl aS PCC, ois ssccceees 
Empire Dist. Elec. ........ 
Fitchburg G. & E. ........ 
Florida Power Corp. ..... 
is 
General Pub. Util. ........ 
Green Mt. Power 

Gulf States Util. ......... 
[OG Oe 
Haverhill Elec. ........... 
[SO a 2 
gsousatamic B.S. ...66. 
Idaho Power 

Illinois Power 

Indianapolis P. & L. ...... 
Interstate Power 

lowe wlee: Io Ps... é.0 
Iowa-Ill. G. & E. 

lowa Power & Lt, ........ 
Iowa Pub. Service 

Iowa Southern Util. ...... 
Kansas City P. & L. ...... 
Kansas G. & E. 

LE de Dr 
BSOHINCKY, Util, ..osccceces 
Lake Superior D. P. ...... 
Lawrence Elec. ........... 
Long Island Ltg. ......... 
Louisville G. & E. ........ 
Powe Plec, Et .......... 
Lynn G, & E. 

Maasen G. & BE. .......5. 
Maine Pub. Service 
Michigan G. & E. 

Middle South Util. ........ 
Minnesota P. & L. 

Miss. Valley P. S. ........ 
Missouri Pub. Ser. ........ 
Passourt Wil, ......0.0606. 
Montana Power 

New England Elec. ...... 
New England G.& E...... 
New Orleans P. S. ........ 
Newport Electric 

N. Y. State El. & Gas .... 
Niagara Mohawk Pr. ..... 
Northern Ind. P. S. ...... 
Northern Sts. Power 
Northwestern P. S. ...... 


a 
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1954 1/25/56 





Rev. i Price 
( Aq ) (Continued ) mal 
10 S Whid Bae 66 .6.6.04000 50 
40 S Oklahoma G. & E......... 36 
14 O Otter Tail Power ........ 28 
OS ie Te CS OS 49 
Bo 0) Pasa Poe 1... .cksscsces 29 
109 S Penn Power & Lt. ........ 47 
We Seb gy, 2 a ea 39 
29 O Portland Gen. Elec. ....... 23 
52 S Potomac Elec. Power .... 22 
63 S Pub. Serv. of Colo. ...... 44 
250 S_ Pub. Serv. El. & Gas ...... 34 
62 S Pub. Ser. of Indiana ...... 37 
23 © Pub, Serv. of N. 71........ 18 
10 O Public Serv. of N. M..... 14 
21 S Puget Sound P.& L....... 24 
49 S Rochester G. & E......... 4 
14 O Rockland L. & P. ........ 18 

7S St Jorn Lc Oe. «2+ sccss 23 
39 S San DiegoG. & E......... 19 
8 © Siema Pacific Pr. ........ 23 
154 5S So. Calf. Eilioon ......... 50 
34 S So. Carolina E.&G....... 19 
6 © Souther Golo. Pr. ........ 17 
194 S Southern Company ....... 20 
14 S So. Indiana G. & E. ...... 30 
4 O So. Nevada Power ........ 18 

1 O Southern Utah Pr. ........ 16 

3 O Southwestern E.S......... 20 
33 S Southwestern P. S. ....... 28 
“oS oS ee 25 
7 S. Dexas Wiiities 5.4... 36 
35 S Toledo Edison ............ 14 
1 OC TesconG. E.Le&P....... 30 
114 S Union Elec. of Mo......... 29 
28 O United Illuminating ....... 51 
4 O Upper Peninsula Pr. ...... 28 
32 S Utah Power & Lt. ........ 51 
0 S Vireuma Ee P. ........% 39 
23 S Wash. Water Power ..... 37 
116 S West Penn Elec. .......... 26 
64 O West Penn Power ........ 51 
10 O Western Lt. & Tel. ........ 32 
22 O Western Mass. Cos. ....... 42 
88 S Wisc. El. Pr. (Cons.) .... 34 
35 © Wiasconsm P.& L. ......... 27 
31 S Wisconsin Pub. Serv. ...... 23 

A 


Foreign Companies 


186 S American & Foreign Pr... 14 
137 A_ Brazilian Trac. L.& P..... 7 
59 A British Columbia Pr. ...... 37 
16 A. Gatineau Power 6.0... 00%+ 31 
10 AA aeDEC POWE 5 oo scses ces 28 
45 A Shawinigan Water & Pr... 69 





B—Boston Exchange. A—American Stock Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange. D—Decrease. *If additional common shares have been recently offered, earn- 
ings are adjusted to give effect to the offering. Percentage change is in the net income available for common 
stock. **Based on average number of shares. a—Also regular annual 3 per cent stock dividend, which is in- 
cluded in the yield. b—Also 5 per cent stock dividend. c—Also 3/10 share of Northern Illinois Gas for each 
share of Commonwealth Edison. e—Includes 15 cents extra. g—Also 10 per cent stock dividend January 31, 
1955. h—Also 2 per cent stock dividend. i—Also 5 per cent stock dividend. +Estimated. #Also occasional 


stock dividend. 
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Share Earnings* 
rent ur. 
Yield Period 


12 Mos. 
Ended 


Dec. 
Dec. 
Nov. 
Sept. 
Aug. 
Nov. 
Oct. 
Oct. 
Nov. 
Sept. 
Dec. 
Nov. 
Nov. 
Sept. 
Oct. 
Sept. 


Dec. ’54 


Sept. 
Oct. 

Nov. 
Sept. 
Nov. 
Nov. 
Nov. 
Nov. 
Sept. 
Oct. 

Nov. 
Nov. 

Nov. 
Nov. 
Sept. 
June 
Sept. 


Dec. ’54 


Sept. 
Nov. 
Nov. 
Dec. 
Nov. 
Sept. 
Oct. 
July 
Sept. 
Sept. 
Oct. 


Sept. 
Dec. 
Dec. 
Dec. 
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What Others Think 


Advantages and Disadvantages of Various 
Depreciation Methods 


—— fundamental concept of tax de- 
preciation permitting recovery of the 
investment in depreciable property over 
its useful life has been retained in the In- 
ternal Revenue Code, § 167, by the general 
rule, “There shall be allowed as deprecia- 
tion deduction a reasonable allowance for 
the exhaustion, wear, and tear...” of 
property used in the trade or business. 
Such concept expressed by the general 
rule applies in measuring depreciation by 
straight-line, declining balance, sum of the 
years-digits, or by any other method used 
to measure tax depreciation. 

A taxpayer dilemma was created by the 
new rules in IRC, § 167 (b), “Use of Cer- 
tain Methods and Rates,” which liberal- 
ized depreciation allowances under the de- 
clining balance method and the sum of the 
years-digits method. In light of this 
dilemma, a paper presented at the four- 
teenth annual Institute of Federal Taxa- 
tion at New York University last year, 
entitled “Advantages and Disadvantages 
of Various Depreciation Methods,” by R. 
M. Dodds will doubtless be of interest to 
utility companies and their regulators. Mr. 
Dodds is manager of the tax department 
of Ebasco Services Incorporated and past 
chairman of the taxation accounting com- 
mittees of the American Gas Association 
and Edison Electric Institute and the fed- 
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eral tax committee of the Tax Executives 
Institute. 

It should be noted at the outset that the 
remarks of Mr. Dodds appertain solely to 
the liberalized depreciation features con- 
tained in the Internal Revenue Code of 
1954. As such, they are not concerned 
with a separate and distinct program of 
the Office of Defense Mobilization, ad- 
ministered under § 168 of the act, under 
which utilities, among other defense-re- 
lated industries, have been eligible for 
grants of 5-year rapid tax amortization 
certificates to speed construction of 
emergency facilities. 


M* Dopps sets the scene for his dis- 
cussion with the statement that 
probably the majority of corporate tax- 
payers filed 1954 returns without making 
a choice to deduct liberalized depreciation 
and without reaching a firm decision sub- 
sequently. Generally this majority is con- 
tinuing with straight-line depreciation. 
Such a decision will not be difficult, Mr. 
Dodds says, where depreciable property 
is a negligible factor in the taxpayer’s 
business. Similarly, a decision will not be 
difficult where the property accounts have 
become static and with negligible pros- 
pects of replacements being made to exist- 
ing property. The facts applicable to 
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specific instances and the policy of man- 
agement will in many cases dictate con- 
tinuance of the straight-line method of 
depreciation, Mr. Dodds points out. 

But he adds: 


A decision about using liberalized de- 
preciation becomes much more critical 
if the taxpayer faces the prospect of 
growth requiring the addition of ma- 
terial amounts of depreciable property 
such as may occur under the expectancy 
of our population growing from the 
present 165,000,000 to an estimated 
221,000,000 people in 1975. 

In certain cases of growth the cash 
generated from increased depreciation 
deductions to finance property additions 
may cause liberalized depreciation to be 
considered seriously as a matter of 
necessity. In this connection I am in- 
formed one lending institution has 
designed a “Pay as You Depreciate 
Plan,” which is geared to the sum of the 
years-digits method for payments of in- 
stalments for financing acquisition of 
equipment. 

Serious study and _ consideration 
should be accorded the liberalized de- 
preciation methods where the two out- 
standing and minimum sets of facts 
shown hereunder obtain: 


(a) Substantial replacements or 
expansion of plant and facilities 
eligible for liberalized depreciation 
methods which will require financing 
from earnings and/or issuance of 
debt or equity capital, 

(b) Substantial obsolescence may 
occur in the iater years of service life 
of property. 


IX Dodds’ opinion with either or both of 
such facts present the corporate tax- 
payer should undertake a long-range de- 
preciation study, which will embrace the 
entire amount of estimated gross property 
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addition, retirements, and replacements 
over a normal span of property life, by 
comparing depreciation calculated prefer- 
ably on a composite depreciation basis 
under straight-line, declining balance, and 
sum of the years-digits rnethods, in order 
to measure the annual excess of the lib- 
eralized methods over straight line. (The 
calculations measured on a composite de- 
preciation method are suggested to mini- 
mize the number of schedules to be em- 
ployed for comparative purposes and to 
simplify as much as possible the work in- 
volved. Measuring a composite rate is ex- 
plained below under straight-line depreci- 
ation methods and in § 3 under composite 
depreciation accounting. ) 


Me: popps has found that in many 
cases it is because of economic 
growth that the liberalized methods will 
produce a material excess of deductions 
over straight line during the entire life 
span of the property. When the signifi- 
cance of such an excess has been estab- 
lished it will be possible to ascertain ap- 
proximately how much of new capital re- 
quirements may be realized from the lib- 
eralized methods and approximately how 
much new capital will be required from 
new financing in the form of debt or 
equity capital. 

He cautions that the long-range depreci- 
ation study he is suggesting should be dis- 
tinguished from trying to satisfy the 
matter by comparing depreciation on 
straight-line, declining balance, and sum 
of the years-digits methods measured by 
a single unit of property where it can be 
shown that higher annual deductions in 
the early life will be followed by reduced 
deductions in later years. Such a result af- 
fords an inconclusive answer, Mr. Dodds 
maintains, because in cases of growth the 
annual liberalized depreciation deductions 
on a long-range basis will constantly re- 
main higher than straight line. 
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Ds listed advantages and disad- 

vantages of various straight-line de- 

preciation methods as follows: 
Straight-line Depreciation Methods: 

1. Units or items of property may be 

depreciated separately for each item ac- 
cording to the proposed regulations. 
Salvage may be a factor and the esti- 
mated remaining useful life of property 
may be subject to modification by rea- 
son of conditions known to exist at the 
end of each taxable year. 


Advantages (Unit or Item Accounting) 

(a) Adaptable to certain machine ac- 
counting methods. 

(b) Simplicity and ease under which 
rate or life revision can be applied to 
separate items of property but highly 
susceptible to rate changes by compar- 
ing age and accrued depreciation by 
items. 


Disadvantages (Unit or Item 
Accounting ) 

(a) Costly accounting if applied gen- 
erally to property comprised of a large 
number and variety of units or kinds of 
property. 

(b) Unrealistic method if obsoles- 
cence becomes a potent factor. 

(c) Necessary to flag and remove 
long-lived assets from depreciable 
schedules as they become fully depreci- 
ated. 

2. Classified groups of property (a 
variation of composite accounting) 
may be depreciated by including a num- 
ber of assets with same or different use- 
ful lives in one account and applying a 
single group rate for the entire account. 

If depreciation is computed on more 
than one item and the rates are based 
on average lives of the assets, losses 
claimed on the normal retirement of 
any such assets are not allowable. 


Advantages (Classified Groups 
of Property) 

(a) Curtails accounting work as 
compared with calculations under 
separate units of property where man- 
ual calculations are made. 

(b) Permits grouping of assets sim- 
ilar in kind with approximately same 
mortality experience. 


Disadvantages (Classified Groups 
of Property) 

(a) Highly susceptible to downward 
rate change in a given group if ratio of 
reserve to grouped assets becomes high 
due to assets being static in character. 

(b) Losses on normal retirements 
not recognized but chargeable to re- 
serve. Presumably vintage accounting 
would be required (7.¢., classify depreci- 
able property to yearly investments), 
which is costly accounting, in order to 
deduct an unrecovered balance at the 
time of last retirement where deprecia- 
tion accounts are maintained by year of 
acquisition. In the absence of vintage 
accounting normal retirements of prop- 
erty apparently produce no gain or loss. 
Presumably, an abandonment of a unit 
of property, resulting in a premature 
retirement, would be depreciated at the 
group rate with a loss therefrom de- 
ductible from ordinary income. 


| § 3 of his paper, Mr. Dodds notes that 
composite depreciation accounting is 
recognized in Proposed Regulation, § 
1.167 (a)-(7) (a), which provides that 
“|. . A broader grouping, where assets 
are included in the same account regard- 
less of their character or useful lives, is 
commonly referred to as a composite ac- 
count. For example, in an extreme case a 
taxpayer might be permitted to combine 
all assets used in his business in a single 
account. Group, classified, or composite 
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accounts may be further broken down on 
the basis of location, dates of acquisition, 
cost, character, use, etc.” 

Mr. Dodds also states that Proposed 
Regulation, § 1.167 (b)-1 (b) (Example 
(2)), sets forth a very simple but sig- 
nificant explanation and example as to the 
determination of a composite rate: 


In the case of classified or composite 
accounts, the classified or composite rate 
is generally computed by determining 
the amount of one year’s depreciation 
for each item or each group of similar 
items, and by dividing the total depreci- 
ation thus obtained by the total cost or 
other basis of the assets. The average 
rate so obtained is to be used as long 
as subsequent additions, retirements, or 
replacements do not substantially alter 
the relative proportions of different 
types of assets in the account. An ex- 
ample of the computation of a classified 
or composite rate follows: 


Estimated 
Cost or Useful Life Annual 
Other Basis Years Depreciation 
$10,000 5 $2,000 
10,000 15 667 


$20,000 $2,667 

Average rate is 13.33 per cent ($2,667 
+ $20,000) unadjusted for salvage. 
Assuming the estimated salvage value 
is 10 per cent of the cost or other basis, 
the rate adjusted for salvage will be 
13.33 per cent minus 10 per cent of 13.33 
per cent (13.33 per cent minus 1.33 per 
cent), or 12 per cent. 


[* the view of Mr. Dodds, in many cases, 
particularly with long-lived property, 
the cost of removing property from serv- 
ice may approximate the salvage from the 
retired property with no realization of net 
salvage. Therefore, the composite depreci- 
ation rate used in computing annual de- 
preciation allowances will be designed to 
recover the investment in depreciable 
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property, plus removal costs, reduced by 
salvage, he explains. The removal costs 
and salvage are applied directly to the re- 
serve for depreciation. Hence, he remarks, 
such amounts are not taken into consider- 
ation in determining taxable income. He 
adds that the property retired, similarly, 
is charged to the reserve for depreciation 
without giving recognition to gain or loss 
if it is a normal retirement of property as 
distinguished from an abandonment of 
property or a sale of property. 

Composite depreciation accounting con- 
templates that different types of property 
have an average life span, some of which 
will outlive the life span while other prop- 
erty of identical structure and use will be 
retired from service before reaching the 
average life span, the author goes on. Such 
retirements of property are considered 
normal retirements for which no recogni- 
tion is given as to gain or loss. Mr. Dodds 
believes it will be recognized from the 
foregoing that the composite depreciable 
base is prematurely reduced by property 
retirements which fall short of their life 
span. In compensation for such premature 
retirements the depreciable base is not ad- 
justed or reduced for the property which 
outlives its normal life span. 


M* Dopps has found that generally 
three kinds of property retirements 
(other than normal retirements) occasion 
recognition of gain or loss under com- 
posite depreciation accounting. These are: 

(1) Loss or abandonment of units of 
property retired from service before nor- 
mal life expectancy where the usefulness 
of assets is suddenly terminated and the 
property is discarded permanently. Gen- 
erally some overt act indicates abandon- 
ment and the loss should be claimed in the 
year in which the property is in fact 
abandoned as distinguished from physical 
retirement of property. 
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(2) Gain or loss arising from involun- 
tary conversions of property as a result 
of destruction in whole or in part or an 
exercise of the power of requisition or 
condemnation. 

(3) Gain or loss under a bona fide sale 
to a purchaser who has the intention of 
using the property for productive purposes 
as distinguished from disposition of prop- 
erty for scrap value. 

Mr. Dodds points out that generally the 
composite rate of depreciation may not be 
used in computing accrued depreciation 
on such property requirements in measur- 
ing gain or loss. It is necessary, he says, 
to measure such accrued depreciation at a 
rate corresponding to the life of the in- 
dividual item of property in the same 
fashion as under item accounting. 


XN this point, the Ebasco official presents 
his analytical list of advantages and 
disadvantages of composite depreciation 


accounting : 


Advantages (Composite 
Depreciation Accounting ) 

(a) Preferable in many cases to unit 
and group depreciation accounting, par- 
ticularly regarding long-lived property, 
by reason of : 

(1) All-around simplicity. 

(2) Rates less apt to be disturbed 
than under item or group ac- 
counting. 

(3) Rate revision easily accom- 
plished. 

(4) Savings in time and expense 
by eliminating many calcula- 
tions of schedules, asset his- 
tory data, and particularly 
elimination of separate re- 
serves as to units or groups of 
assets. 

Highly desirable method 
where property is_ retired 
from one location and placed 


in. service at another location 
causing difficulty, as to orig- 
inal identification. 

(6) Permits postponement of net 
gains on normal retirements 
of property. 


Disadvantages (Composite 
Depreciation Accounting) 

(a) Composition or classification of 
property must be watched for pro- 
nounced changes in relative proportions 
of short- versus long-lived assets which 
would cause change in composite rate. 

(b) Substantial shortening of life of 
a particular classification of property in 
composite group may require amortiza- 
tion treatment with approval of Inter- 
nal Revenue Service. 

(c) Deductions not obtainable for 
net loss on normal retirements of 


property. 


| spinon the unit of production 
method falls within the general rule of 
IRC, § 167 and § 1.167(b)-0(b) of the 
proposed regulations as a method previ- 
ously found adequate to produce a reason- 
able allowance if used consistently by the 
taxpayer. Mr. Dodds adds a word of cau- 
tion, however, stating that if this method 
is used for the first time, then presumably 
it might come within the limitations of 
§ 167(b)(4), which may be in conflict 
with the unit of production theory of 
recovery. 

In further explanation, he says that the 
unit of production method is particularly 
adaptable for depreciating property used 
in natural resources industries. The allow- 
ance for depreciation is measured by the 
relationship of units produced during the 
year to total recoverable reserves at the 
beginning of the year regardless of 
physical life. 

At this point, the Ebasco official turns 
to some preliminary considerations to be 
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taken up in connection with liberalized de- 
preciation methods. Property eligible for 
liberalized depreciation methods, for ex- 
ample, is restricted by IRC, § 167 (c), to 
property (other than tangible property) 
with a useful life of three years or more— 
(1) the construction, reconstruction, or 
erection of which is completed after 1953 
and with respect only to the post-1953 por- 
tion thereof, or (2) property which is ac- 
quired after 1953 if the original use of 
the property commences with the taxpayer 
and commences after such date. Thus, he 
states, reconstruction costs or capital ad- 
ditions incurred after 1953 with respect 
to property acquired prior to 1954 are 
eligible for liberalized depreciation even 
though the original property may be sub- 
jected only to straight line. Similarly, ma- 
terials on hand prior to 1954 used in such 
post-1953 reconstruction or capital addi- 
tions are eligible for liberalized deprecia- 
tion. 


N the view of Mr. Dodds, the adequacy 
of property records or the lack of cer- 
tain specific information about property 
may dictate to what extent liberalized de- 
preciation methods may be employed, and, 
if so, whether by individual items, by 
groups, or by composite accounting. If the 
property is divided into yearly invest- 
ments (vintage accounting) an additional 
deduction may be obtained under declin- 
ing balance when the last vintage asset is 
retired. 

But once again Mr. Dodds adds a cau- 
tionary note, remarking that the presence 
of one very long-lived asset in each vin- 
tage could indefinitely delay obtaining the 
deduction and raises the corollary question 
as to whether the result warrants the addi- 
tional expense of vintage accounting. Mr. 
Dodds explains that it is necessary for 
unit or vintage accounting that retire- 
ments of property be identifiable as to year 
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of construction or acquisition. In the case 
of composite accounting, it is necessary 
to at least be able to identify retirements 
of property with respect to such property 
acquired prior to and subsequent to De- 
cember 31, 1953. 


NOTHER factor which Mr. Dodds feels 

is important in weighing which 

method of depreciation is to be used is 
that of salvage. He states: 


Salvage is mentioned frequently in 
the proposed regulations on deprecia- 
tion and particularly in relation to a 
“reasonable allowance.” Here the regu- 
lations state: “The allowance is that 
amount which should be set aside for 
the taxable year . . . so that the aggre- 
gate of the amounts set aside, plus the 
salvage value, will, at the end of the 
estimated useful life . . . equal the cost 
or other basis of the property...” Ex- 
perience with existing property may be 
used as a guide in estimating salvage, 
less removal costs, to determine the 
estimated net salvage. If new property 
being constructed or installed is differ- 
ent in character or if maintenance polli- 
cies are going to be different, then the 
estimates become more complicated. 

The proposed regulations, published 
November 11, 1955, indicate that under 
the declining balance method deprecia- 
tion is calculated without regard to 
salvage value but an asset shall not be 
depreciated below a reasonable salvage 
value. If a change is made from declin- 
ing balance to straight line, however, 
estimated salvage and a realistic esti- 
mate of remaining useful life would re- 
quire consideration in measuring the 
remaining depreciation. Salvage is also 
mentioned in § 1.167(b)-3(a)(1) of 
the proposed regulations as a factor in 
measuring depreciation by the sum of 
the years-digits method. 
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“VERY WELL, WE'LL LEAVE THESE SAME LETTERS IN THE LITTLE HOLES— 
FOR THE TIME BEING.” 


. another “vital factor,’”’ mentioned 
by Mr. Dodds, in the determination 
of liberalized depreciation deductions, is 
the estimated useful life of property. The 
word “reasonable,” which he suggests is 
wisely used for administrative purposes 
in the proposed regulation relative to de- 
preciation, recognizes from past experi- 
ence that the amount of exhaustion, wear, 
and tear (including a reasonable allow- 
ance for obsolescence) in a given period of 
time is not readily susceptible of ascertain- 
ment. But Mr. Dodds feels that the old 
bulletin “F”’ described probable useful life 
very ably with the following language: 


Past experience, which is a matter of 
fact and not of opinion, coupled with 


informed opinion as to the present con- 
dition of the property, and current de- 
velopments within the industry and the 
particular trade or business, furnish a 
reliable guide for the determination of 
the useful life of the property. Such 
a determination should reflect all the 
peculiar circumstances of the use or 
operation of the property, such as the 
purpose for which it is utilized, the con- 
ditions under which it is used or operat- 
ed, the policy as to repairs, renewals, 
and improvements, and the climatic and 
other local conditions. 


A further point of interest, according 
to the Ebasco tax expert, is that it is per- 
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missible to use different methods of liber- 
alized depreciation for different classes or 
items of property constructed or acquired 
in the same year and different methods for 
the same kind of property in different 
years. For instance, the taxpayer may 
elect different methods in a single year 
applicable to different plant accounts and 
similarly elect to use different methods in 
successive years for the same kind of new 
plants, but, generally, continuity of the 
different elections must be maintained. 


M®* Dopps then turns to an analysis of 
the declining balance method of de- 
preciation. This method, he says, provides 
for the calculation of annual depreciation 
deductions by applying a rate up to but not 
exceeding twice the corresponding normal 
straight-line depreciation rate to the de- 
clining balance; that is, cost less previous- 
ly accumulated depreciation (without re- 
gard to salvage). This method results in 
double the straight-line depreciation for 
the first year only and progressively de- 
clining allowances in subsequent years. 
The failure fully to depreciate assets at 
the end of their normal lives is a defect 
of the declining balance method, in Mr. 
Dodds’ opinion. However, the rules fol- 
low a logical sequence by permitting a 
change, without consent of the commis- 
sioner, from the declining balance method 
to straight-line method at any time dur- 
ing the life of the property in the absence 
of an agreement under IRC, § 167 (d), 
which contains a provision prohibiting 
such a change. In order to obtain a full 
recovery of the cost of property with 
negligible salvage under the declining bal- 
ance method, a switch to the straight-line 
method may be made in approximately 


Assumed Life 
Year of Change .... 
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the second year after the half-life, which 
is shown in the table below. 


Me: Dopps goes on to point out that 
the mechanics employed in measur- 
ing declining balance depreciation are 
clearly set forth in the proposed regula- 
tion relative to the use of the declining 
balance method for a single asset, classi- 
fied, group, or composite accounts. He 
then evaluates the declining balance meth- 
od as follows: 


Advantages (Declining Balance 
Method) 

(a) Right to change from declining 
balance to straight line without prior 
consent of the commissioner is an ex- 
peditious choice where policy (other 
than tax policy) may dictate such a 
change of methods. Otherwise the de- 
clining balance method with right to 
change should not be chosen solely on 
the basis of such a right because sum 
of the years digits may be more bene- 
ficial particularly in the case of prop- 
erty having negligible salvage or no 
salvage. 

(b) Salvage is ignored in computing 
declining balance method depreciation 
which may result in greater deductions 
under declining balance than under other 
methods if salvage approximates the 
undepreciated basis at end of estimated 
useful life of property. 

(c) Declining balance method found 
adaptable to machine accounting and 
selected by one known taxpayer for this 
feature. 

(d) Particular merit to declining bal- 
ance where property may be subject to 
substantial obsolescence in later years 
of service life when maintenance may 


20 25 30 35 40 
12 14 17 19 22 
349 282 237 204 1.79 
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be higher in the later years than in 
earlier years and where estimated sal- 
vage is sufficiently high to cause declin- 
ing balance to be more advantageous 
than sum of the years digits. 

(e) Rate revision easily accomplished 
if life estimates of remaining property 
change due to mortality dispersion. 


Disadvantages (Declining Balance 
Method) 

(a) Defect in declining balance meth- 
od is the failure of method to fully de- 
preciate the investment in property. If 
salvage is negligible factor the sum of 
the years-digits method may be more 
favorable since it would permit full re- 
covery of investment in property. 

(b) Change from declining balance 
to straight line to complete deprecia- 
tion of property necessitates statistical 
presentation of detailed record of re- 
maining property by years of acquisi- 
tion and remaining useful life. Thus, the 
administrative costs may be higher than 
under other methods. 


As to the sum of the years-digits method, 
Mr. Dodds states that the proposed 
regulations on depreciation set forth two 
methods of computation applicable to de- 
preciation of a single asset and one method 
applicable to group, classified, or com- 
posite accounts. In the case of a single 
asset the proposed regulation illustrates 
the computation by an example designat- 
ed as the general rule. 

In this case the annual allowance for 
depreciation under the sum of the years- 
digits method is computed by applying a 
changing fraction to the cost of property 
reduced by estimated salvage, Mr. Dodds 
explains. The denominator of the fraction 
is the sum of the numbers representing the 
successive 12-month periods in the esti- 
mated life of the property. The numerator 
consists of the number of the 12-month 


periods, including the year for which the 
allowance is being computed, remaining 
in the estimated useful life of the property. 
However, where a change in the useful 
life is justified, subsequent computation 
shall be made as though the remaining use- 
ful life at the beginning of the taxable year 
of change was the useful life of a new 
asset. 

The second method applicable to a 
single asset, Mr. Dodds continues, is the 
remaining life method, whereby deprecia- 
tion is determined by applying a changing 
rate to the unrecovered cost of the asset. 
He says it should be noted that under the 
general rule the basis for depreciation is 
the full cost of the asset, whereas under 
the remaining life method the basis is the 
unrecovered cost. The rate of depreciation 
can be determined either from observation 
of the remaining life and use of Table I 
(set forth in the proposed regulations) to 
convert the remaining life to its decimal 
equivalent, or by the computation each 
year of a fraction, the numerator of which 
is the estimated remaining life of the asset 
and the denominator is the summation of 
the digits corresponding to the years of 
estimated remaining useful life of the as- 
set. 


_ group, classified, or composite 
accounts, according to the Ebasco 
official, the remaining life method appears 
to be the most practical way of applying 
the sum of the years-digits method. The 
remaining life is readily determined arith- 
metically by using a fraction, the numera- 
tor of which is the unrecovered cost of the 
account, as computed by the straight-line 
method, and the denominator of which is 
the gross cost, and then multiplying the 
result by the average service life of the 
assets in the account. 

As Mr. Dodds evaluates the remaining 
life formula, it has the following advan- 
tages: 
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1. It can be applied to either composite 
or group property. 

2. There is no need to keep records by 
year of acquisition, other than to identify 
installations subsequent to December 31, 
1953. The formula can be applied to a 
changing plant balance. In other words, a 
separate computation is not required for 
each year’s additions. However, it should 
be borne in mind that even though records 
are not required by year of installation, it 
is necessary to segregate retirements of 
property between that installed prior and 
subsequent to January 1, 1954. 

3. No assumption is required as to the 
type of dispersion of retirements. This re- 
fers to mortality characteristics of mass 
property. The method inherently takes 
care of dispersion as it actually occurs. 

4. It is flexible since lifé estimates and 
salvage estimates can be readily adjusted 
as found necessary. 

5. Depreciation accruals will continue 
until the last survivor is retired. 

6. It is impossible to accrue more than 
100 per cent depreciation on plant, even 
if the life estimate is in error. 


il comparing the sum of the years-digits 
and declining balance methods, Mr. 
Dodds arrives at the following conclu- 
sions : 


Advantages (Sum of the Years-digits 
versus Declining Balance Method) 

(a) Sum of the years-digits method 
fully depreciates property at end of 
service life without necessity of chang- 
ing to straight line. 

(b) Sum of the years digits produces 
less depreciation in the first year, about 
the same accumulation in the first three 
years, but greater accumulations in all 
subsequent years than declining balance. 

(c) Sum of the years digits and de- 
clining balance results should be com- 
pared where estimated salvage is greater 
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than nominal in amount. If salvage is 
a negligible factor, the sum of the 
years digits may be more beneficial. On 
the other hand if the prospects for sal- 
vage point to a material recovery, de- 
clining balance nay be more beneficial 
as pointed out under advantages of de- 
clining balance method. 


Disadvantages (Sum of the Years- 
digits versus Declining Balance 
Method) 

(a) IRC, § 167, contains no provision 
for changing from sum of the years 
digits to straight line, therefore, sum 
of the years digits is less flexible than 
declining balance in this respect. A 
change from sum of the years digits to 
straight line, according to § 1.167(e)- 
1(a) of the proposed regulations is a 
change in method of accounting requir- 
ing the consent of the commissioner. 


i liberalized depreciation is to be taken 
for tax purposes, another question 
arises, according to Mr. Dodds. Should 
depreciation, as so calculated, be the de- 
preciation recorded in the books of ac- 
count ? 

The nonutility segment of industry with 
adequate earnings, particularly those hav- 
ing properties highly susceptible to ob- 
solescence, may lean toward recording 
liberalized depreciation for tax purposes 
on the books of accounts, Mr. Dodds feels. 
But if a serious distortion of earnings 
would result, policy may dictate that a 
comparison of depreciation on straight- 
line and the liberalized method or methods 
be made for notations on financial state- 
ments and information to shareholders. 

Mr. Dodds suggests, however, that oth- 
er segments of industry, particularly those 
operating under regulatory authorities, 
have different problems relative to liberal- 
ized depreciation for tax purposes which 
may be influenced for instance by rate- 
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making considerations. Due to low turn- 
over and low rate of return, the reduction 
in earnings by recording liberalized depre- 
ciation in the books of account may cause 
a serious distortion of earnings which may 
be adverse for regulatory purposes as well 
as financing growth. In such cases, he re- 
marks, two records of depreciation (one 
for accounting purposes and one for tax 
purposes) will be required. 

Another interesting aspect of these 
problems is the definite trend, noted by 
Mr. Dodds, toward state recognition of 
liberalized depreciation as computed for 
federal income tax purposes either under 
existing statutes or by amending statutes. 
A cursory review of state tax services rela- 
tive to 16 states indicates that 11 have 
given recognition to liberalized deprecia- 
tion after 1953; one after 1954; that three 
apparently do not allow it through lack of 
appropriate provisions; and one has the 
matter under consideration. This matter 
of recognition by states is another factor 
for consideration when weighing liberal- 
ized depreciation methods, according to 
Mr. Dodds, because the existing means of 
measuring depreciation may have to be 
continued in certain instances for state in- 
come taxes and franchise taxes measured 
by net income. 


M* Dopps then brings up another 
point. Taxpayers, he says, should 
give consideration to the accounting con- 
cept of earned surplus as distinguished 
from the tax concept of earnings and 
profits, particularly where tax depreciation 


and amortization of emergency facilities 
claimed in income tax returns are consid- 
erably in excess of depreciation and amor- 
tization recorded in the books of account. 
The excess of such tax deductions over 
book deductions results in a lower annual 
accretion to earnings and profits for tax 
purposes than earnings reported on a book 
basis. Since dividends are declared with 
reference to book earnings, it may happen 
that the dividends paid may be greater 
than the amount of annual accretion to 
earnings and profits for tax purposes, the 
writer declares. 


| emma paid when there are earn- 
ings and profits for tax purposes are 
taxable, but dividends paid when there are 
no such earnings and profits are nontax- 
able in whole or in part and constitute dis- 
tributions not out of earnings or profits 
(capital distributions for tax purposes). 
Such capital distributions are not taxed as 
ordinary income, Mr. Dodds continues, 
but instead reduce the cost basis of the 
shareholder’s stock in case of a subsequent 
sale thereof. In case the stock is not sold, 
after the cost basis has been reduced to 
zero by such nontaxable dividends, any 
additional nontaxable dividends must be 
reported as a capital gain and are taxed 
at the capital gain rate. 

Thus, Mr. Dodds concludes, the tax con- 
cept of distributions not out of earnings 
and profits clearly points to at least the 
moral need, if not legal responsibility, of 
the corporation informing its shareholders 
about such distributions. 





Atomic Industry in a Security Prison? 


HE Atomic Energy Commission has 
a yearly date with the Joint Congres- 
sional Committee on Atomic Energy to 
take up atomic energy matters in public 
session. The Atomic Energy Law of 1954 


requires an annual review of develop- 
ments in the field, including those pertain- 
ing to industrial applications. 

This year, the AEC is expected to face 
some criticism, perhaps more than it is 
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accustomed to, from members of the com- 
mittee. 

One tack that this critical reaction 
is likely to take is to be seen in bold 
outlines in a speech recently made by the 
chairman of the committee, Senator An- 
derson (Democrat, New Mexico), before 
the Nuclear Science and Engineering Con- 
gress in Cleveland. The following are ex- 
cerpts from that speech: 


Since the Atomic Energy Commis- 
sion is the only agency in this country 
which is in the atomic energy business 
in any really significant way, it alone 
could give me, if I were a businessman, 
the clews I need for (1) entering some 
phase of the atomic energy industry, 
(2) the possible rewards of such a step, 
and (3) the know-how with which to 
proceed. 

So let’s picture me as an absolute 
newcomer to the field, approaching the 
Atomic Energy Commission with my 
question. Let’s listen in while AEC re- 
fers me to the thousands of words of 
unclassified information already avail- 
able. This approach may strike me as 
unusual since to get an answer from the 
Commerce Department I do not have to 
read about every business in the land. 

But, let’s further imagine me read- 
ing everything about atomic energy that 
I can find and eventually coming to the 
conclusion that atomic energy offers a 
great many challenges and financial in- 
centives to an alert industrialist. For 
example, I discover that there are sev- 
eral possibilities for generating electric 
power. I see tremendous possibilities in 
the field of radio-sterilization of meat 
and vegetable products. I glimpse what 
appear to be other fabulous opportuni- 
ties in medicine, agriculture, metal fab- 
rication, and mining. 

After reading through all this infor- 
mation, I decide that I will attempt to 
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learn the possibilities for my firm to 
produce atomic power reactors. Again 
I go to the Atomic Energy Commission 
and say, “I’ve read everything given me 
about reactors but I need to know more. 
I must have figures dealing with costs, 
various operating excesses, availability 
of supplies, and so on. Can you give 
them to me?” 

The answer at that point would be, 
“Sorry, but details such as you ask are 
confidential restricted data. You can 
receive this information only if you 
have a clearance and have been granted 
an access permit.” 


. pomaven Anderson said that his next 
question, delivered in a surprised man- 
ner, would likely be: “An access permit? 
What’s that? How do I go about getting 
clearance and obtaining an access per- 
mit?” He will be told that he has to be 
checked personally to see if he has com- 
mitted any crimes or other indiscretions 
of importance before he can receive an 
“L” clearance, and get an access permit 
for confidential data and a “Q” clearance 
for secret information. 

“What about the other members of my 
company?” the businessman might ask. 
“Will they too have to be cleared?’ The 
AEC’s answer will be in the affirmative. 
How much will this cost? The AEC re- 
plies that it can cost as much as $265 for 
each “Q” clearance. 


The Senator from New Mexico adds: 


The way is open, yes, but the road is 
long and sometimes difficult. An appli- 
cant starting as I have imagined my- 
self starting to learn all about nuclear 
energy is in the position of a rich man 
trying to enter the Kingdom of Heaven 
—it is easier for a camel to pass through 
the eye of a needle than it is for a busi- 
nessman to receive frank and complete 





WHAT OTHERS THINK 


and unfettered answers from the Atom- 
ic Energy Commission. 


If the businessman is stubborn, and the 
one imagined by Senator Anderson is, 
then he goes back to the AEC informa- 
tion counter determined not to be held off 
with the secrecy routine. But the AEC 
response follows the same pattern. 


_ happens when the businessman 
attempts to go abroad to sell his 
wares? As Senator Anderson describes 
what might be the experience and com- 
ments upon it: 


... I find that I’ve been so busy read- 
ing up on the subject, so busy getting 
clearances and access permits, that I’ve 
overlooked the fact that a lot of other 
people are already in the atomic energy 
business. France is in it. So are Great 
Britain, Russia, Italy, and West Ger- 
many. Everybody’s getting into the act. 

Furthermore, they’ve come up with 
some ideas I did not find in my AEC 
reference library. This startles me a 
little. I had come to believe that Amer- 
ica knew it all. The French have their 
processes and they are only too glad to 
tell me about them—and sell my cus- 
tomers ahead of me. This gives me 
another jolt. The French don’t require 
access permits and clearances, partner- 
ship or licenses. 


Ix the opinion of the chairman of the 

Joint Atomic Energy Committee, such 
security procedures are of questionable 
value. He passes over the legitimate query 
as to whether such confidential informa- 
tion is worth guarding to make a more 
important point: Does this whole compli- 
cated system of clearances keep informa- 
tion out of the hands of our enemies? 
Senator Anderson replies: “No, of course 


it doesn’t.” A foreign spy would not nec- 
essarily have a police record showing him 
to be a bad risk. To the Senator, the ac- 
cess permit program is an example of sup- 
posed security which is not security at all. 
To him, this program can prove to be a 
stumbling block placed in the way of 
American industry—one more form to fill 
out, one more additional delay before a 
businessman can determine whether or 
not he wants to go into atomic energy. 


. is common knowledge today that it is 
theoretically possible to generate use- 
ful power from the light elements, and 
the idea of taming the H-bomb and using 
hydrogen energy for constructive pur- 
poses, and the success of that idea would 
rank as one of the great discoveries of all 
times. 

But can it be done? the Senator 
asks. No one knows. To this, the Senator 
adds the following: 


Can it be done? The scientists do not 
know—and I certainly do not know. 
But one thing I think I do know. The 
job of seeing whether hydrogen energy 
can be controlled is an immense job. It 
may eventually require the work of 
thousands of people, and the task may 
extend over decades. Even so, success 
is neither assured—nor even probable. 

This is a field where we badly need 
new ideas. The surest way to keep from 
getting such ideas, in my opinion, is by 
posting a “Keep Out”’ sign. 


r is the frevent hope of the chairman 
of the Joint Congressional Committee 
on Atomic Energy that the new atomic in- 
dustry in America will soon be given a 
chance to try its wings in free air, as 
Britain, Belgium, France, and Germany 
now seem to be doing. 
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New York Gets AEC Permit 


HE Atomic Energy Commission has 

agreed to turn over restricted data on 
nuclear material to New York state for 
commercial purposes, it was announced 
recently. 

Commerce Commissioner Edward T. 
Dickinson said the AEC agreed to give 
the state an access permit involving civil- 
ian use of atomic energy. Thus, New York 
becomes the first state to have one of its 
agencies receive restricted material “with 
the intention of applying it for purposes 
other than development of electric power,” 
the commissioner said. 


FPC Extends Filing Date 


HE Federal Power Commission re- 

cently extended from April 15th to 
May Ist the date on which electric power 
systems must file statement forms. 

The forms are required of operators of 
both publicly and privately owned facili- 
ties. They provide the FPC with informa- 
tion concerning operations of the electric 
firms. 


The March of 
Events 


NARUC Regional Group 
Organized 


 gpanactcmmcnig from a group of state 
commissions in the Midwest met in 
St. Paul, Minnesota, last month and offi- 
cially organized a regional group to be 
known as the Midwest Association of 
Railroad and Utilities Commissioners. 
The following state commissions were 
represented at the meeting: Iowa, Minne- 
sota, Missouri, Nebraska, North Dakota, 
South Dakota, and Wisconsin. The group 
decided to hold a conference at Omaha, 
Nebraska, on May 24 and 25, 1956. The 
following topics were selected for discus- 
sion at the conference: “The Pros and 
Cons of the Week’s Report,” “Factors De- 
termining a Rate Base,” “The Boxcar 
Situation as It Applies to the Midwest,” 
“Where Interstate Commerce Begins and 
Where Intrastate Commerce Ends,” 
“Hearing Procedure in Intrastate Mat- 
ters,” and “Present and Future Develop- 
ments in Telephone Communications.” 
Paul A. Rasmussen of Minnesota is 
president of the Midwest group. 


California 


Flood Damage Cut by 
Local Dams 


eae owned reservoirs caught and 
held 1,140,000 acre-feet of Decem- 
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ber flood water, Pacific Gas and Electric 
Company recently wrote Congressman 
Engle (Democrat, California). The wa- 
ter caught behind these dams reduced 
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flood crests in several critical areas. The 
company cited the Feather river as an ex- 
ample, pointing out that PG&E reservoirs 
in the watershed stored 140,000 acre-feet 
of flood water during the storms. This 
storage, the company reported, reduced 
the river’s peak flow by more than 10 per 
cent, which helped to save Oroville and 
Marysville and averted additional devas- 
tation in Yuba City. PG&E’s Executive 
Vice President Robert H. Gerdes wrote 
the letter to Chairman Engle of the House 
Interior Affairs Committee, in connection 
with the current survey Engle is making 
of the flood damage. 

Reports recently compiled show that 
PG&E’s 57 water storage power reser- 


voirs captured 470,000 acre-feet of flood 
water during the storms, Gerdes said, and 
that 670,000 acre-feet were caught behind 
dams of irrigation districts, the city and 
county of San Francisco, and the South- 
ern California Edison Company, which 
has hydroelectric facilities on the San 
Joaquin river. “Storage in these reser- 
voirs, built for water and power supply, is 
normally low in the winter,” he said. 
“Consequently they captured this total of 
1,140,000 acre-feet of water of all the 
fiood water stored during the December 
storms. The remainder was caught by 
reservoirs built by the Army Engineers of 
USBR for flood-control and _ other 
purposes.” 


Illinois 


Urges TVA Power for 
Southern Illinois 
ee Paul Powell (Demo- 


crat, Vienna) last month called for 
diversion of Tennessee Valley Authority 
power into southern Illinois counties as a 
means of attracting industry and thus 
remedying the unemployment situation in 
that part of the state. 

Powell made public a letter he had sent 
U. S. Senator Douglas (Democrat, Illi- 
nois ), who was scheduled to open hearings 
in southern Illinois on the Senator’s pro- 
posal for “distressed area” legislation 


which would provide federal grants and 
loans to aid areas which are rated in poor 
economic condition. 

In his letter Powell said that Cairo re- 
cently lost location of a proposed “large 
industry” because of lack of sufficient 
power. Many persons in southern Illinois, 
he said, had been of the opinion that the 
construction of the huge electrical power 
plant at Joppa would insure cheap power 
for industry in Illinois. Instead, he said, 
all that power is going to the Atomic En- 
ergy Commission. The plant was con- 
structed for that purpose. 


Massachusetts 


Seek Revenue Bond Powers 


| ingress of state legislation to allow 
municipal utilities to issue revenue 
instead of general obligation bonds was 
advocated by Senator Donahue (Demo- 
crat, Holyoke), at a hearing conducted 
last month by the state legislative commit- 
tee on municipal finance. He said the 


measure would permit Holyoke to expand 
its gas and electric plant “without burden- 
ing the taxpayers.” 

“As time goes on and bonded indebted- 
ness rises,” he said, “the legislature should 
see the need for a law to permit expansion 
of plant equipment to meet demand.” 

Opposition to the proposed legislation 
was expressed by the representative of the 
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Massachusetts Federation of Taxpayers 
Associations, who said so drastic a change 
in the law was not needed. He said in other 
states debt limits are far more unrealistic, 
or referenda on the bond issues are al- 
ways required. The cost of revenue bonds, 
he said, is often twice as high. 


A spokesman for the Holyoke Electric 
Department asserted that Massachusetts is 
far behind in “modernizing its bond fi- 
nancing structure.” He told the commit- 
tee that revenue bond financing would 
mean “no burden on the taxpayers and no 
increase in the municipal debt.” 


Mississippi 


New Utility Legislation 
Proposed 


 pemmeege and more effective regula- 
tion of public utilities was urged by 
Governor Coleman in his inaugural mes- 
sage to the state legislature last month. 
“In October, 1954,” he said, “I became 
the first of the candidates for governor to 
advocate effective state regulation of all 
public utilities, including electric power 
companies, natural gas companies, and 
telephone companies.” All of the candi- 
dates for governor, he said, took a similar 


position, and there is no question “that the 
overwhelming majority of both houses of 
this legislature keenly feel the pressing 
need for action in this field.” 

To date, Mississippi is the only state in 
the Union which “has made no effort from 
the state level to regulate electric power 
companies and natural gas companies.” 
Efforts at telephone rate regulation have 
been almost worthless, he said, for lack of 
necessary accountants, rate experts, and 
valuation engineers. 

The governor also called for “promo- 
tion of rural electrification” in the state. 


Missouri 


King-Thompson Suit Dismissed 


— challenging constitutionality of 
the King-Thompson Act forbidding 
public utility strikes in Missouri was dis- 
missed recently by Circuit Judge Waldo C. 
Mayfield, who ruled that the St. Louis 
court lacks jurisdiction to hear the case 
brought by the union of bus and streetcar 
operators. 

After hearing oral arguments, Judge 
Mayfield held that the court has no juris- 
diction because neither Governor Phil M. 


Donnelly nor co-defendant Daniel C. 
Rogers, chairman of the state board of 
mediation, is a resident of St. Louis. 

The suit grew out of the strike which 
halted operations of St. Louis Public Serv- 
ice Company for three and one-half days 
last October. Acting under provisions of 
the King-Thompson Act, the governor or- 
dered state seizure of the strike-bound 
utility and designated Rogers as the state’s 
agent to operate the company until the 
wage dispute was settled. 


Montana 


Court Dismisses Petition 


HE state supreme court recently dis- 
missed a unique proceeding in which 
the state public service commission had 


FEBRUARY 16, 1956 


asked that State Attorney General Arnold 
H. Olsen be cited for alleged contempt of 
the high court. 

The petition had been based on a tele- 
vised speech made by Olsen late last year 
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in which he commented on a case now 
pending before the state supreme court on 


whether natural gas rates charged by Mon- 
tana Power Company are excessive. 


Nebraska 


Rules on Directors 


HE state attorney general’s office held 

recently that the Platte Valley and 
Loup River Public Power districts do not 
need to elect their directors on a statewide 
basis, as suggested by Custer Public Power 
District of Broken Bow. 

State law provides that a district oper- 
ating in more than 50 counties shall choose 
its directors on a statewide basis. 

The provision was made when Con- 
sumers Public Power District was being 
set up about a decade and a half ago. 

Neither Platte Valley nor Loup oper- 
ates in so many counties. The Custer sug- 
gestion was based, however, on the fact 
that the two districts operate in accord on 
certain matters as the Nebraska Public 
Power System. 

The deputy attorney general said that 
until such time as an individual district 
alone, and not in association with another 
district or districts, is operating in more 


than 50 counties, “you have no jurisdiction 
to proceed.” 


Power Purchase Agreement 


Fone of the Nebraska Public Pow- 
er System and Tri-County Public 
Power and Irrigation District representa- 
tives recently were reported in agreement 
on a program of power purchase by NPPS 
from Tri-County. 

It was proposed that NPPS purchase 
all power produced from the $17,000,- 
000 Tri-County plant near Lexington, 
which Tri-County hopes to have in opera- 
tion early in 1958. 

Spokesmen of NPPS and Tri-County 
said approval of the proposed contract 
would be asked of the boards of the two 
districts and the Loup and Platte district 
boards as soon as it could be drawn up. 

Loup and Platte now supply power to 
NPPS, which is a contractual setup with 
no legal entity. 


New Jersey 


Utility Tax Bill Signed 


panna Meyner last month signed a 
bill by the 1955 legislature setting a 
74 per cent ceiling on the average rate of 
public utility gross receipts taxation. At 
the same time, by prearrangement with 
the governor, Assemblyman Rutherfurd 
(Republican, Sussex) introduced a bill 
setting a floor of 5 per cent on the taxa- 
tion rate. 

Meyner earlier had told legislative lead- 
ers he would sign the bill setting the maxi- 
mum taxation rate, only if the legislature 
would send him later a minimum taxation 
rate bill to sign. 


The governor said that “municipalities 
have asked for some assurance that the 
rate would not fall below a certain amount, 
particularly if there is wide revaluation of 
assessments.” 

Both the measure the governor signed 
and the new bill are favored by the Public 
Service Electric & Gas Company, which 
originated the limiting idea. 


Seeks to Eliminate Weekly 
Permit 


| month Public Service Co-ordinated 
Transport asked the state board of 
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public utility commissioners to eliminate 
the 10-cent weekly permit from its fare 
structure and allow the company to oper- 
ate on the present intrastate basic fare of 
12 cents for the first zone and 5 cents for 
each successive zone. Student fare rates 
would remain at existing levels. 

Citing additional labor costs estimated 
at something over $1,100,000 for the first 
year and over $700,000 more for the sec- 
ond year, resulting from provisions con- 
tained in a new 2-year contract negotiated 
with the Amalgamated Association of 
Street, Electric Railway, and Motor Coach 
Employees of America, effective February 
1st, the chairman of the board of directors 


of Public Service Co-ordinated, Lyle Mc- 
Donald, said the company would sustain 
a net loss of approximately $300,000 the 
first year, under present fare levels. 

The increase in labor costs for the first 
year will reduce operating income to 
$400,000, the chairman said, noting that 
the board of public utility commissioners, 
in a previous decision, established a mini- 
mum operating income of approximately 
$1,700,000 as just and reasonable. 

The weekly permit, which has been in 
effect since October 17, 1955, costs 10 
cents and, upon display, with payment of 
a 10-cent cash fare, is good for one ride 
in any intrastate 12-cent first zone. 


New York 


St. Lawrence Power 
Contracts Signed 
ee contracts for the transmission 


of power from the St. Lawrence river 
power project to Vermont and to Platts- 
burg, New York, were signed recently. At 
the same time, the New York State Power 
Authority turned down a request from 
Massachusetts for 250,000 kilowatts. The 
action was taken after a meeting of the 
board of trustees of the authority. 

Robert Moses, chairman of the author- 
ity, explained that under a tentative allo- 
cation of power adopted last May “we 
don’t have 250,000 kilowatts to give any- 
body.” He added that Massachusetts was 
not within transmission distance of the 
generating plants. 

Mr. Moses and William S. Chapin, gen- 
eral manager of the authority, signed con- 
tracts with the state of Vermont and the 
city of Plattsburg. Governor Joseph B. 
Johnson and three state public service 
commissioners represented Vermont. 
Mayor John J. Tyrell headed the Platts- 
burg group. 

Under the contracts, which have been 
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approved by Governor Harriman, Ver- 
mont will receive 100,000 kilowatts and 
Plattsburg 30,000. The power agency also 
has agreed to supply the Air Force base at 
Plattsburg with 10,000 kilowatts. 

The principal contractor for St. Law- 
rence power is the Aluminum Company 
of America, which signed a contract last 
fall for 175,000 kilowatts. Representatives 
of two large private utilities also have 
signed agreements providing for the use 
of their transmission lines to carry power 
beyond the capacity of the authority’s 
lines. 


Check on Authority Proposed 


| "omens commission decided last 
month to do battle with Robert 
Moses, head of the New York State Power 
Authority and various other public au- 
thorities. It was the unanimous view of the 
commission that public authorities, such as 
the state power authority, have too much 
legal freedom. 

To correct this situation, it proposed 
that the public authorities law be rewritten 
to give state-elected officials and the fiscal 









committees of the legislature a measure of 
control over authority finances and opera- 
tions. This was said to be a subject on 
which Mr. Moses feels deeply. The effect 
of placing such controls in the hands of 
administration or legislative officials will, 
in his judgment, be to hamstring the au- 
thorities, slow their activities, and hinder 
them in the accomplishment of desirable 
and necessary public improvements. 

A bill to divest the power authority of 
its present retail rate-making powers was 
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recently introduced in the state legislature 
by Senator John H. Hughes (Republican, 
Syracuse) at the request of the state public 
service commission, which wants exclusive 
right to fix the retail prices for authority- 
generated hydroelectric power. 

Chairman Moses contends that any law 
approving the commission’s request would 
be unconstitutional. He said bonds were 
sold to private investors on the pledge that 
the authority had the right to set these 
rates. 


Ohio 


Court Upholds Higher 
Phone Rates 


mN order of the state public utilities com- 
mission granting rate increases of 
$7,633,570 per year to the Ohio Bell Tele- 
phone Company was upheld on January 
25th by the state supreme court. The util- 
ity’s application for an increase was orig- 
inally filed with the commission in Decem- 
ber, 1953. The commission’s order, which 
slashed $8,913,000 from the company’s 
request, was issued December 30, 1954 
(8 PUR3d 136). 


After the increase allowed by the com- 
mission was placed into effect on January 
1, 1955, the order was appealed to the state 
supreme court by 11 cities—Columbus, 
Cleveland, Akron, Canton, Dayton, To- 
ledo, Youngstown, Lancaster, Struthers, 
Parma, and Maple Heights. Thirty assign- 
ments of error during hearings before the 
commission issued its order were claimed 
by the cities. 

The high state court ruled that the com- 
mission’s method of determining rates 
“was a proper one.” 


Pennsylvania 


Gas Rate Rise Takes Effect 


_ state public utility commission last 
month accepted new natural gas rates 
filed by the Manufacturers Light & Heat 
Company, Pittsburgh, in compliance with 


an order reducing a proposed increase by 
31 per cent to $3,015,697 a year. 

The new rates were effective on gas 
deliveries as of January 20th and would 
show up first in bills mailed January 31st, 
the utility said. 


‘Tennessee 


Phone Rate Hike Authorized 


6 un Southern Bell Telephone & Tele- 
graph Company last month was au- 
thorized to increase its Tennessee rates by 
a total of $2,996,900 a year, effective with 
billings after February 15th. 


The new schedule of rates approved by 





the state public service commission is 
about one-third of the $9,800,000 asked by 
Bell in its petition filed in November, 
1954. A telephone company spokesman at 
the time said the company had not decided 
whether the decision would be appealed. 

The increases apply only to dial ex- 
changes. 
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Utah 


Private Utility Wins 


h peenene supreme court recently upheld 
a state public service commission or- 
der which permitted Utah Power & Light 
Company to extend service into San Juan 
county. The order had been appealed to 
the court by three Colorado power co-op- 
eratives on grounds they were already 
providing service to the area. The co-op- 
eratives were San Miguel Power Associa- 
tion, Empire Electric Association, and 
Colorado-Ute Electric Association. 
When it heard the UP&L application 
last March, the state commission refused 
to allow the three co-operatives to inter- 
vene and granted the application because 


the booming uranium business in San Juan 
county demanded more power. 

Written by Justice Lester A. Wade, the 
high court’s unanimous decision pointed 
out that Utah law permits a public utility 
to intervene in a case where another pub- 
lic utility is about to interfere with the op- 
eration of its system. The decision noted, 
however, that the state supreme court pre- 
viously ruled that nonprofit electric co- 
operatives, such as the three Colorado 
firms, are not public utilities because they 
can serve only their own members. “Since 
plaintiffs cannot legally be required to 
serve the public generally,” the decision 
stated, “they are not public utilities and 
the PSC correctly so decided.” 


Virginia 


Co-op Gets REA Loan 


HE Rural Electrification Administra- 
tion last month approved a loan of 
$1,045,000 to the Northern Neck Electric 
Co-operative, Warsaw, for expansion of 
its rural power system. The co-operative 
previously had received REA loans total- 

ing $2,130,000 since 1938. 
J. Raymond Allin, manager of the War- 


saw Office, said improvements to be made 
under the loan include construction of 125 
miles of distribution lines, 11 miles of 
transmission lines, and six additional sub- 
stations. 

The new distribution lines will serve 
1,000 additional rural consumers, he 
added. Work on the scheduled improve- 
ments is expected to be accomplished with- 
in the next three years. 


Washington 


Kaiser Signs Natural Gas 
Contract 
7 of the largest fuel contracts ever 
awarded in the Northwest for the 
purchase of $20,000,000 worth of natural 
gas, was announced recently by Kaiser 
Aluminum & Chemical Corporation. 
The 20-year contract was signed with Spo- 
kane Gas & Fuel Company for delivery of 
8,200,000 cubic feet of gas daily to the 
Mead and Trentwood plants. 
Nathan H. Gellert, Jr., president of 
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Spokane Gas & Fuel, said Kaiser Alumi- 
num would be the largest natural gas con- 
sumer in the Spokane area, where the an- 
ticipated load will be 30,000,000 cubic feet 
daily in the next five years. 

Kaiser Aluminum is taking immediate 
steps for conversion to natural gas, to be 
ready when the fuel is available in July. 

The company will have a number of in- 
dustrial applications for the fuel. Largest 
single use will be to fire remelt furnaces 
at the Trentwood rolling mill, it was said. 





Progress 
of 


Regulation 





Trends and Topics 
Merchandising by Public Utilities 


| gonna of the sale of appliances is a well-established and proper activity 
undertaken by public utilities, whether or not the utilities themselves sell 
appliances. Articles have appeared in Pusiic UTILities ForTNIGHTLY on this 
subject in the issues of June 18, 1953, at page 830, and April 29, 1954, at page 
542. Controversies have arisen, however, as to the legality and propriety of 
merchandising by utility companies. Corporate powers and commission author- 
ity have been discussed, as well as questions arising in rate cases as to revenues 
and expenses. 


Questions beyond Commission Authority 


Complaints by the Associated Mechanical Contractors of Arkansas against 
merchandising operations of the Arkansas Louisiana Gas Company (PuBLIC 
UriuitiEs ForTNIGHTLY, February 2, 1956, at page 210) are similar to those 
of other merchants objecting to what they call unfair competition. The gas 
company had engaged in the business of selling appliances at retail. These 
included air-conditioning units and equipment. The complainants asserted that 
the merchandising of fixtures and appliances is not properly a utility operation. 
The utility, they said, occupies the favored position of a protected monopoly 
in its public utility operations with an assured profit, part of which profit it 
uses in destructive competition with private enterprise. The Arkansas supreme 
court upheld the commission’s dismissal of the complaints on the ground that 
the commission does not have supervision over all activities of a public utility 
but only over public utility activities. 

The Arizona commission expressed the view that a commission has juris- 
diction over activities of public service corporations interested in merchandis- 
ing activities only to the extent that they affect rates (6 PUR NS 49). In 
Montana it was ruled that the statute failed to disclose any jurisdiction over 
nonutility service, and therefore the commission had no jurisdiction over mer- 
chandising activities (78 PUR NS 33). 
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Long ago the Illinois commission disclaimed jurisdiction over a complaint 
against an electric company for underbidding of contractors for house wiring 
(PUR1919E 907). The Maryland commission ruled that it could exercise no 
jurisdiction over electric companies when engaged in the work of wiring houses 
since they would not be engaged primarily as public utilities but rather as con- 
tractors in competition with other contractors engaged in the same business 
(PUR1920C 501). 

The New York commission, in the Central Hudson Gas & Electric Cor- 
poration Case (PUR1932B 165), held that its regulatory power could not be 
exercised to prohibit merchandising unless such practice resulted inevitably in 
a violation of some provision of the Public Service Commission Law. The 
commission said that the right of the company to deal in electric appliances 
was not open to question. In New York it has also been ruled that the com- 
mission lacks power to regulate charges for appliances or for jobbing work 
done by a utility company (37 PUR NS 218, 48 PUR NS 25). 

A filed schedule prescribing charges for all repair and maintenance work 
on customers’ appliances and installations and the servicing of those appliances 
by the Milwaukee Gas Light Company, according to a Wisconsin commission 
decision (44 PUR NS 194), did not constitute a schedule of charges for utility 
service and therefore was not subject to the jurisdiction of the commission. 
The work covered was said to be more in the nature of a merchandising opera- 
tion upon merchandise sold by others as well as the utility. 


Right to Sell Appliances 


A Texas court, several years ago, decided that a public utility corporation 
operating under a charter empowering it to furnish gas, electric, and street 
railway service could not engage in the purchase and sale of appliances used 
in the consumption of gas and electricity. Such sale of merchandise was held 
to be beyond its corporate powers (PUR1932B 337). 

But a Pennsylvania court decided that Philadelphia Electric Company, char- 
tered for the purpose of supplying heat, light, and power by electricity, was 
lawfully acting within the scope of such charter when it sold, as an incident 
to its regular utility business, electrical appliances by means of which power 
was delivered to and utilized by its own consumers (PUR1930D 7). The same 
rule was reaffirmed in a case where the commission had rejected “securities 
certificates” in connection with conditional sales contracts for appliances. The 
court said that the public utility law recognized the right of utilities to deal in 
appliances by imposing regulations with reference to the sale and leasing of 
appliances and equipment (24 PUR NS 45). The commission had improperly 
interfered with management, assigning as a sole reason the policy of the com- 
mission “to prevent electric utilities from engaging in the sale of appliances.” 

An electric corporation in New York state was held to be acting within its 
corporate powers in engaging in a promotional merchandising and jobbing 
campaign where its sole interest in the merchandising plan was to promote the 
sale of electrical energy (16 PUR NS 365). Also in Massachusetts, where 
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revenues and expenses in a rate proceeding were in question, it was said that 
an electric company had the right to sell appliances (5 PUR NS 369). 

The other side of the picture turned up in Missouri, when the commission 
decided that a public utility company was within its rights in discontinuing the 
selling of merchandise because of objections made and agitation that had arisen 
against the sale of appliances by public utilities, although this resulted in shift- 
ing new business expense to other departments (6 PUR NS 269). 

The Kansas supreme court went further into the question when it not only 
decided that a public utility corporation had the right to engage in the sale of 
appliances, but also held that a state law enacted in 1931 prohibiting merchan- 
dising activities was unconstitutional (PUR1933D 435). The court did not 
think that this particular class of corporations could be singled out by statute 
and deprived of a right and privilege belonging to others. It was called “strictly 
class regulation” without any reasonable relation to the welfare of the public. 


Merchandising Arrangements and Methods 


The Alabama commission approved a contract between the Alabama Power 
Company and the Tennessee Valley Authority under the terms of which the 
utility would be enabled to participate in the sale and distribution of low-priced 
electric appliances in co-operation with a financing agency of the federal cor- 
poration (4 PUR NS 225). The condition was imposed that the utility put into 
effect residential rate levels low enough to enable customers purchasing such 
appliances to make reasonable and economic use of them. 

The Pennsylvania commission disapproved an agreement between an electric 
and gas company and an affiliated sales company providing for the distribution 
to the sales company of orders for appliances and equipment taken by sales- 
men of the utility company (38 PUR NS 91). This would shift promotional 
activities from the sales company to the utility, while the sales company did 
the actual selling and took the profit. The commission did not think the utility 
should expend large sums of money, charged to operating expenses, for the 
solicitation of orders for appliances for the benefit of an affiliated company. 

The Illinois supreme court decided that a rate charged by Commonwealth 
Edison Company to certain commercial consumers which combined a charge 
for current used with a compulsory charge for furnishing incandescent lamps 
was unlawful since it gave the utility a possible monopoly of the lamp business 
to the detriment of independent dealers in such merchandise. It was said to 
violate the consumer’s right to purchase electrical merchandise wherever he 
might desire (PUR1932D 26). 

In Washington a statutory provision that any merchandising carried on by 
a utility should not constitute a part of its public utility business was inter- 
preted as not intending to divorce merchandising activities from the legitimate 
utility business except for good causes, such as stealing the business from other 
dealers or conducting the same as a separate merchandising business for profit 
(13 PUR NS 187). The commission said that private dealers seldom do the 
necessary “missionary work” but when the demand for appliances has been 
created by the utilities, these same dealers reap their full share of profits. 
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The New Hampshire commission considered it proper for an electric com- 
pany to sell appliances to employees at a discount, but it was said that employees 
should pay all out-of-pocket costs (94 PUR NS 124). 





Review of Current Cases 


Escalator Clause Upheld by Court on Issues of 
Commission Authority and Due Process 


HE power of the Virginia commission 

to approve an escalator clause to be 
applied to the gas rates of the Virginia 
Electric & Power Company was upheld 
by the state supreme court on appeal by 
the city of Norfolk. The company obtains 
its gas supply from a pipeline company at 
prices ultimately determined by federal 
authority. 

The cost of purchased gas has amounted 
to about 50 per cent of the company’s op- 
erating expenses. Any change in this cost, 
which is beyond the company’s control, 
would therefore vitally affect its rate of 
return. As a means of enabling it to avoid 
the disruptive effects of constant fluctua- 
tions in supply costs, the commission ap- 
proved the use of an escalator clause, 
unanimously finding that it was just and 
reasonable (7 PUR3d 108). Under this 
clause the company’s net income will not 
be affected by supply cost fluctuations. 
Consumers will pay for any increase in 
cost but will also enjoy the benefit of any 
decrease. 


Commission Authority 


The city did not maintain that the com- 
pany would gain any equitable advantage 
under the clause but contended, rather, 
that the commission transcended the limits 
of its legislative discretion in approving it. 

Upon examining the applicable statutes, 
the court declared that the commission has 
authority to change any part of a filed 
schedule, rate, rule, or regulation that in 
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any manner affects the rates charged or to 
be charged. Observing that an escalator 
clause is merely a fixed rule under which 
future rates are determined, the court held 
that the approval of the clause was entire- 
ly within the commission’s authority. 


The Question of Due Process 


The city further contended that auto- 
matic increases in the charges to customers 
when the cost of gas increases would con- 
stitute a violation of the due process of law 
requirement since a public hearing would 
not be provided before each increase be- 
comes effective. 

The court quoted the commission, which 
pointed out in its opinion that, along with 
other states, it had for many years ap- 
proved electric rates based on fuel clauses, 
and no objection had ever been made to 
them. It was observed that such fuel 
clauses could not be distinguished in effect 
from the escalator provision approved in 
this case. The commission further pointed 
out that escalator rates had met with ap- 
proval in other states. 

The Virginia statutes require that no- 
tice be given before any change is made 
in a filed schedule. They also provide that 
all rate schedules, together with all rules 
and regulations affecting rates to be 
charged, be kept on file with the commis- 
sion. 

The court said these statutes clearly 
do not require notice on each occasion that 
a change in the ratepayers’ bills occurs, but 
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that notice must be given for each change 
in the filed schedules. This requirement af- 
fords the ratepayer ample opportunity to 
be heard as to the reasonableness of the 
rates he shall pay. Furthermore, said the 


= 


court, an aggrieved ratepayer may go be- 
fore the commission at any time and com- 
plain that rates or schedules are unjust or 
unreasonable. City of Norfolk v. Virginia 
Electric & Power Co. 90 SE2d 140. 


Rate Schedules for Electricity Sold to Municipalities for 
Resale Not Unlawfully Discriminatory 


N order of the North Carolina commis- 
sion authorizing the Virginia Electric 
& Power Company to increase rates for 
electricity sold to municipal plants was ap- 
pealed by a number of municipalities to 
the superior court and finally to the state 
supreme court. The commission’s decision 
was sustained in both courts. 

The municipalities did not contend that 
the total revenues to be derived from the 
new rates were excessive, or that the rate 
of return allowed by the commission was 
excessive. The substantive question on 
appeal was whether the schedules of rates 
made applicable to the protesting munici- 
palities were unreasonable, excessive, and 
unlawfully discriminatory as between 
them and REA co-operatives and large in- 
dustrial users for which different sched- 
ules had been established. 


Discriminating Fuel Clause 


Most of the protesting municipalities 
had been purchasing electricity from the 
company under an old schedule which 
contained no fuel clause, so that their 
rates were appreciably lower than those 
applicable to other municipalities purchas- 
ing current under similar circumstances 
but under schedules that were subject to 
a fuel clause. The favored users claimed 
the commission erred in permitting the 
company to withdraw the schedule having 
no fuel clause. 

The court declared that they had no 
vested right in this schedule and that 


whether it should remain operative was 
a question for the determination of the 
commission. It would clearly be an unwar- 
ranted discrimination, said the court, to 
require the company to continue to serve 
some municipalities at rates reflecting fuel 
costs of three decades ago while serving 
other users at rates based on present-day 
generating costs. 


Municipal Plants Distinguished 
From Co-operatives 


The municipalities insisted that they 
were entitled to low rates comparable to 
those applied to REA co-operatives, since, 
as they contended, they were nonprofit 
corporations like the co-operatives, buying 
electricity for resale and devoting their 
net revenues to the benefit of their citizens. 

The court was of the opinion, however, 
that the municipalities were not nonprofit 
corporations in the nature of co-opera- 
tives. It was pointed out that the power 
of the municipalities to fix their own rates 
is not limited, whereas rates of the co- 
operatives are subject to commission regu- 
lation. The conditions under which REA 
co-operatives must operate, said the court, 
are sufficient to justify classifying them, 
for rate purposes, separate from munici- 
palities which sell electric energy for profit. 

The municipalities further argued that 
the low rates fixed for the co-operatives 
had resulted in relatively high rates for 
other users. The court thought this posi- 
tion was not well taken for the reason 
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that if the company had to sustain the ex- 
pense of constructing lines through sparse- 
ly settled rural areas, with consequent line 
losses, its operating expenses would be 
greatly increased, necessitating higher 
rates for other users. 

Furthermore, the argument on this point 
had become academic because, although a 
schedule of relatively low rates was ap- 
plicable to co-operatives yet, as a practical 
matter, all the co-operatives in North 
Carolina were being served from the Kerr 
dam under a contract with the federal 
government. The court observed, more- 
over, that while the municipalities con- 
demned as discriminatory the schedule 
applicable to the co-operatives, they sought 
to obtain for themselves the identical rates 
contained in that schedule. Such a posi- 
tion was untenable. 


Industrial Rate Classification 


The municipalities complained that a 
new schedule made applicable to large in- 
dustrial customers was discriminatory. 


The court observed that it was necessary 
to consider the use characteristics and load 
factors, as well as the amount of electricity 
purchased under the schedule, in order to 
determine whether a justifiable basis ex- 
isted for its separate establishment. Al- 
though the demand of one of the munici- 
palities was sufficient to bring it within 
the kilowatt requirement of the schedule, 
only one industrial user was able to 
qualify. 

The industry had a load factor much 
greater than any of the municipalities and 
consumed nearly as much energy as all 
of them consumed together. 

While the court indicated that there 
must be substantial differences in service 
or conditions to justify a difference in 
rates, it held that the load factor as be- 
tween the municipalities and the industrial 
user was sufficient to justify different rate 
classifications. North Carolina ex rel. Utili- 
ties Commission v. Municipal Corpora- 
tions of Scotland Neck et al. No. 234, 
December 14, 1955. 


Financial Inability Bars Borrowing from 
REA at Taxpayers’ Expense 


HE Indiana commission denied au- 

thority to a rural telephone co-opera- 
tive association to borrow $70,000 from 
the Rural Electrification Administration 
and to issue notes as evidence of the in- 
debtedness on the ground that the co-op 
would be financially unable to pay back 
the loan. Two previous REA loans had 
been made to the association and no prin- 
cipal or interest had been paid on these 
loans. 

It was found that the operating revenues 
of the telephone association were not suffi- 
cient to operate and maintain present tele- 
phone plant and service and retire funded 
debt. The commission said that to permit 
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the company to become indebted an addi- 
tional amount would be a violation of the 
statutes of the state of Indiana which re- 
quire the commission to grant approval of 
the issuance of securities only when they 
“shall be reasonable in aggregate amount, 
due consideration being given to the na- 
ture of the business in which the corpo- 
ration is engaged, its credit, future pros- 
pects, and earnings, and the effect which 
such issue may have upon the management 
and efficient operation of the public 
utility.” 
Financial Prospects 

There was no evidence in the record 

that the credit, future prospects, and earn- 
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ings of the company were sufficient to 
warrant approval of the loan. The com- 
mission said that to permit a prospective 
borrower to extend itself beyond its ability 
to repay is a disservice to the borrower 
and to the public as well. The fact that 
the proposed creditor happened to be the 
United States government as contrasted 
with a private source of funds would in 
no way mitigate the dereliction of duty or 
condone the economic immorality of the 
act. Funds procured from taxpayers should 


z 


be, if anything, safeguarded with more 
rigid elements of security than those of 
ordinary investors whose money is volun- 
tarily placed for investment. The commis- 
sion concluded by saying that it could not 
add its approval to the feasibility of a 
grant of additional federal funds to a 
borrower who had already demonstrated 
its lack of ability, or perhaps desire, to 
repay or service its debt. Re Hancock 
Rural Teleph. Corp. No. 26375, Decem- 
ber 2, 1955. 


Commission Disclaims Jurisdiction to Regulate Taxicabs 


C feerven operators in the District of 
Columbia petitioned the commission 
requesting it to exercise regulation and 
control over the number of vehicles for 
hacking purposes. 

The commission had given careful and 
sympathetic consideration to the eco- 
nomic grounds presented at an informal 
discussion in support of a limitation of the 
number of taxicabs to be licensed. The 
commission was not unmindful of the ef- 
forts of the industry, over a period of 
many years, to secure legislation which 
would give the commission power to limit 
the number of taxicabs that could be li- 
censed to operate in the District of Colum- 
bia upon a determination of public con- 
venience and necessity. 

However, it was pointed out that the 
commission could act only under powers 
delegated to it by Congress. Congress had 


3 


not seen fit to delegate the power to grant 
or withhold licenses to operate, that power 
having been delegated to the District com- 
missioners and their agents. Only they 
had power to revoke or suspend a license 
granted by them. 

The petition before the commission 
failed to point to any delegation of such 
power to the commission, arguing that the 
commission should exercise such a power 
in the public interest. But action in the 
public interest, stated the commission, 
must be an exercise of a power which has 
been granted to it and the commission had 
not been given power to control all mat- 
ters affected with the public interest. The 
commission did not have jurisdiction to 
take the action requested, and the petition 
was dismissed. Re Taxicabs for Hire, 
Order No. 4235, PUC No. 3419/24, 
November 29, 1955. 


Authority for Motion Picture Transport Denied 


PRIVATE motor carrier authorized to 
transport newspapers in an area was 


A 


denied additional authority by the Colo- 
rado commission to transport motion pic- 
ture film and motion picture advertising. 


279 


No need for the proposed service on a 
regular basis was shown, nor was it shown 
that the additional business would warrant 
an extra employee and provide funds to 
amortize additional equipment. 
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A private carrier operating in the area 
had protested the applicant’s request. The 
commission, although not basing its deci- 
sion upon this point, took the occasion to 
make it clear that since a private carrier 
can avoid the obligation to serve the public 
except as its convenience and the rate sit- 
uation may dictate, it is not entitled to the 
slightest protection from encroachment of 
other carriers upon its operation. Any 


carrier which can show that additional 
service is warranted or needed, and that 
it is qualified financially and by experience 
to render the additional service, is entitled 
to be authorized to do so, consistent only 
with due protection of the rights of com- 
mon carriers serving the territory, not 
private ones. Re Terrell, Application No. 
13607-PP, Decision No. 44846, Novem- 
ber 1, 1955. 


Company Furnishing Cabled Television Antennae Service 
Subject to Regulation as Telephone Corporation 


ioe California statutes relating to 
regulation of telephone companies, 
according to a state commission decision, 
extend to a company engaged in the busi- 
ness of furnishing cabled television an- 
tennae service. Overruling objections to 
regulation as a public utility, the commis- 
sion ordered such a company to take steps 


to satisfy complaints against the quality 
of its service. The commission also or- 
dered the company to comply with all state 
laws and rules and regulations pertaining 
to the operation of a telephone corpora- 
tion. 


Nature of Cabled Service 


Television Transmission, Inc., against 
which complaints had been filed by cus- 
tomers, furnishes coaxial cable television 
antenna service to approximately 950 tele- 
vision sets in Contra Costa county. Ap- 
proximately 700 sets are within the city 
limits of Martinez. To operate this serv- 
ice the company places a high gain an- 
tenna array on a higher terrain area than 
the area to be served. From this advan- 
tageous point the antenna receives signals 
from whatever sources are available with- 
in the limitations of the location of the 
antenna. 

The signals are taken into individual 
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antenna strips for each channel, automati- 
cally amplified according to the rise and 
fall of the signals, sent down through 
coaxial cable passing progressively through 
spaced amplifiers to lift the level of the 
signals, and then distributed off the cable 
to the subscribers’ television sets by tap- 
off devices. The tap-off is a condenser wire 
connection which takes a certain percent- 
age of the signal off the main cable and 
feeds it into the dwelling for the individual 
television set. 

The company uses utility poles to pro- 
vide service, under an agreement with the 
Pacific Gas and Electric Company and the 
Pacific Telephone & Telegraph Company. 
Subscribers for the service pay a connec- 
tion fee and a continuing monthly charge. 


Tests of Public Utility Status 


The commission agreed that the com- 
pany was not subject to regulation as an 
electrical corporation since the television 
antenna system does not furnish electric- 
ity for light, heat, or power in any man- 
ner whatsoever. In support of its ruling 
that the company was operating as a tele- 
phone company, the commission quoted 
from the state law which provides, among 
other things, that a “telephone line” in- 
cludes all conduits, ducts, poles, wires, ca- 
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bles, instruments, and appliances, and all 
other real estate, fixtures, and personal 
property owned, controlled, operated, or 
managed in connection with or to facili- 
tate communication by telephone, whether 
such communication is had with or without 
the use of transmission wires. 

The commission referred to the decision 
of the state supreme court in Pacific 
Telephone & Telegraph Co. v. City of 
Los Angeles, 282 P2d 36, relating to a 
telephone company’s franchise rights. 
There the court said that a law authoriz- 
ing telephone companies to construct their 
lines along public highways places no re- 
strictions on what may be transmitted by 
means of electrical impulses over such 
lines, and telephone companies may use 
their lines interchangeably for transmit- 
ting telephone messages, telegraph mes- 
sages, teletypewriter messages telephoto- 
graphs, program services (including radio 


and television broadcasts), and other com- 
munications service by means of electrical 
impulses. The court did not think that the 
state franchise granted to a telephone com- 
pany was limited to the transmission of 
“articulate speech.” 


State Regulation 


The company had made no showing 
that its service was subject to regulation 
by the federal authority or that federal 
authority had acted to exclude state regu- 
lation. 

The state commission said that in the 
absence of action by federal authority, the 
state might regulate not only the intrastate 
phases but also the interstate phases of 
the company’s service by reason of the 
local nature of its operations. Couch et 
al. v. Television Transmission, Inc. Deci- 
sion No. 32488, Case No. 5594, January 
16, 1956. 


Parcel Delivery Authority Denied as Unfair and 
Against Public Interest 


then Washington commission jointly 
heard and denied applications filed by 
two companies requesting authority to op- 
erate as common carriers of general mer- 
chandise in packages not exceeding 50 
pounds each. 

The commission found that existing 
common carriers, which provided an ade- 
quate and complete freight service, de- 
rived a substantial portion of their rev- 
enues from the movement of packages 
weighing 50 pounds or less. Loss of the 
revenues from such business would 
jeopardize their ability to maintain their 
service, which was shown to be essential 
to the public needs. 

The applicants limited their proposed 
service to profitable trips only, in competi- 
tion with other carriers providing com- 


plete freight service. Reduced rates were 
the only apparent advantage of the pro- 
posed operations over the existing service. 
To grant these applications, said the com- 
mission, would be to give the applicants an 
unfair advantage over their competitors 
and would not be in the public interest. 


Joint Use of Vehicles 


Under an exempting provision of a 
statute which prohibited joint use of car- 
rier vehicles in more than one class of 
service, the applicants requested permis- 
sion to operate their vehicles in both con- 
tract and common carrier operations at the 
same time. They offered no tested for- 
mula, however, for allocating joint ex- 
penses between the two classes of service. 

The commission found that joint use of 
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vehicles would enable the applicants to di- 
vert traffic needed by existing carriers, 
tending to impair their stability and de- 
pendability. It was also observed that 
joint use would permit the carriers to 
make different charges for the same serv- 
ice in the same vehicle. 

Although the applicants argued that in- 
creased efficiency would result from the 
joint use of vehicles, the commission not- 


Recovery for Electricity 


HE United States court of claims 

awarded recovery to the Puerto Rico 
Water Resources Authority for unmetered 
electricity supplied to the federal govern- 
ment over a period of nearly two years. 
Liability had been denied on contractual 
grounds. 

The meter through which the govern- 
ment was supplied failed to record the 
full amount of energy passing through it, 
because of a “phase unbalance” resulting 
from a blown fuse for which the govern- 
ment was found to be responsible. A con- 
tract between the parties provided that in 
the event of “error in meter readings” the 
government would not be liable for un- 
billed electricity furnished prior to the date 
of the meter reading applying to the last 
bill. If, as it was contended, the meter fail- 
ure and the consequent error in billing 
amounted to an “error in meter readings,” 


ed that the same argument could be made 
for all motor carriers, so that if permis- 
sion were granted for one carrier, it must 
be granted for all, contrary to the intent 
of the applicable law. For these reasons 
the requested permission was denied. Re 
United Parcel Service of Seattle et al. 
Hearing Nos. P-29500, E-9445, P-29808, 
Order M. V. No. 64042, Cause Nos. T- 
9070, T-9101, November 30, 1955. 


Inaccurately Metered 


recovery for nearly all of the period in 
controversy should be denied. 

But the court could find no merit in this 
contention. There was no error in reading 
the meter; the meter simply failed me- 
chanically. Noting that the government 
drew the contract, the court said if it in- 
tended to limit its liability resulting from 
mechanical failures for which it was re- 
sponsible, less ambiguous language should 
have been used. The contract provision did 
not, therefore, apply. 

In computing the amount of recovery, 
the court predicated its estimate on a 
5-month average before the recording 
failure and a 5-month average after the 
controverted period, taking into considera- 
tion certain other slight variations affect- 
ing consumption. Puerto Rico Water Re- 
sources Authority v. United States, 135 F 
Supp 532. 


Rate Increase for Company with High Debt Ratio 
Produces Low Rate of Return 


oe telephone company was author- 
ized by the Utah commission to in- 
crease rates to a point where the return 
would be 3.61 per cent, called a very low 
return when compared with amounts cus- 
tomarily approved. Operations during the 
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past 12-month period had resulted in a 
substantial loss. 

Although the over-all rate of return 
and cost of capital was low, an unusually 
high debt ratio resulted in a high return 
on capital stock. Common equity accounted 
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for only 11.38 per cent of the total capi- 
talization compared with 88.62 per cent 
debt. The extremely high debt, said the 
commission, carried with it an implication 
of considerable risk, even though the in- 
terest rate was low. This interest was a 
fixed charge that must be met each year. 
The capital stock, having a par value of 
$10, had a book value of $24.03 a share, 
based upon the common equity of about 
$60,000. Earnings of slightly over $9,000 
applicable to the equity, said the commis- 
sion, might appear to be somewhat higher 
than should be necessary, but the commis- 
sion was dealing with a company with an 
“unorthodox financial structure.” 


Future Operating Results Considered 


The commission noted that as a general 
practice it has predicated its findings as 


e 


to the earnings requirements of a utility 
on a past test period. In the instant case, 
however, the commission gave greater 
consideration to an estimate of operating 
results for a future one-year period. The 
primary reason for this approach was the 
fact that the plant expansion and rebuild- 
ing program was practically complete, and 
the present investment in plant was a more 
suitable measure for the immediate future. 

The estimate of operating revenues for 
the future was based upon the number of 
telephone stations which it was expected 
would be in use during the period. The 
expense estimates were tied to the actual 
figures for a past 12-month period but 
adjusted for known changes which would 
have an effect on such costs. Re Bear River 
Teleph. Co. Case No. 4180, August 25, 
1955. 


Gas Rate Increase Approved on Basis of Cost of Capital 
And Hypothetical Debt Ratio 


ion Massachusetts commission ap- 
proved a rate increase filed by a gas 
distributing company, after investigating 
on its own motion the propriety of the 
requested increase. Serving about 33,300 
customers, the company earned a rate of 
return of only 3.36 per cent during the 
preceding year. 


Debt Ratio and Cost of Capital 


About 90.4 per cent of the voting stock 
of the company was owned by a holding 
company, whose consolidated balance sheet 
indicated a debt ratio of about 57 per cent. 
If the operating company were independ- 
ent, the commission held, its debt ratio 
would normally be about 45 per cent. 
While the commission indicated that it did 
not criticize the company’s fiscal policies, 
it thought, nevertheless, that equity con- 
siderations required the use of a hypo- 
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thetical debt ratio in determining an allow- 
able rate of return. 

The company’s stock was quoted in the 
market at a substantially lower figure than 
its book value. Considering that other com- 
parable gas companies sell at an earnings- 
price ratio of about 7 per cent, it was found 
that in order for the applicant to have a 
market value equal to its book value, it 
should have earnings of about 6.4 per cent 
on book value. At a 45 per cent debt ratio, 
the interest cost of debt would be about 
4 per cent, and the indicated requisite re- 
turn on the equity capital component would 
be 74 to 8 per cent. On this basis the cost 
of capital would range from about 5.9 to 
6.2 per cent. Considering all the factors 
involved, the commission determined that 
a fair rate of return for this company 
would lie between 6 and 64 per cent. 

Applying the increase in revenues to be 
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derived from the requested rate increase 
to the normalized operating results for the 
test year, it was found that the rate of 
return on the rate base would be 5.37 per 
cent. Since this rate of return was less 
than the minimum rate found to be rea- 
sonable, the proposed increase was held to 
be fair and reasonable and therefore 
approved. 


Special Contracts Discouraged 


The company had entered into a number 
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e 


of contracts with commercial customers 
for the purchase of gas at special rates. 
The commission expressed dissatisfaction 
with this practice. 

However, one such special contract was 
ordered to be canceled at once, and the 
company was required to file a compre- 
hensive plan satisfactory to the commis- 
sion providing for an integration of its 
special contracts with its general rate 
schedule. Re Lawrence Gas Co. DPU 
11512, December 19, 1955. 


Accounting Procedure Prescribed for Accelerated 
Amortization 


HE Utah commission, in approving 

an application by an electric company 
for authority with respect to accounting 
for accelerated amortization of emergency 
defense facilities, authorized an account- 
ing procedure which recognized the effect 
of such amortization as a deferment of 
income taxes. The applicant, Utah Power 
& Light Company, having obtained the 
necessary certification in compliance with 
§ 168 of the Internal Revenue Code of 
1954, was amortizing 80 per cent of the 
cost of certain transmission lines and facil- 
ities over a 5-year period. 


Accelerated Amortization Accounting 


The commission noted that during this 
period there would be substantial deduc- 
tions against net income for tax purposes, 
with a reduction in the amount of the tax, 
while after that period the deductions 
would be much smaller and the tax would 
increase. Assuming a constant income tax 
rate during the entire life of the facilities, 
it was observed that the total taxes to be 
paid would be the same under accelerated 
amortization as under normal deprecia- 
tion. 

The effect of the former treatment, 
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therefore, said the commission, is to defer 
the payment of a part of the income taxes. 

In applying accelerated amortization to 
emergency facilities, the commission indi- 
cated, a company should accrue deprecia- 
tion on its books at normal rates in re- 
spect to such facilities. During the years 
in which there may be an immediate tax 
saving, the amounts of such saving should 
be charged to a special account entitled 
“Provision for Deferred Taxes on In- 
come” as a subaccount to the regular tax 
account, and a credit should be made to 
an account entitled “Earned Surplus Re- 
stricted for Future Taxes on Income” as 
a separate account under the regular earned 
surplus account. Beginning after the 
amortization period, a charge should be 
made to the restricted earned surplus ac- 
count in an amount for each year equal 
to the increase in income taxes resulting 
from the normal tax depreciation deduc- 
tion. At the same time and in the same 
amount, an account entitled “Current 
Taxes on Income Deferred in Prior 
Years,” through a subdivision of the regu- 
lar tax account, should be credited. Re 
Utah Power & Light Co. Investigation 
Docket No. 66, December 29, 1955. 
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Court’s Independent Judgment on Law and Facts 
Required in Rate Appeal 


o i~ Tennessee supreme court ruled 
that a utility, in contesting a com- 
mission order on the ground of confisca- 
tion of property without due process of 
law, is entitled to the independent judg- 
ment of the trial court both on the law and 
the facts. The ruling was contained in an 
opinion on a petition to rehear filed by a 
telephone company in a rate case appeal. 

On the original appeal (10 PUR3d 
243), the court had held that the findings 
and conclusions of the commission could 
not be disturbed because they were sup- 
ported by material evidence. This holding 


was assigned as error in the petition to 
rehear, for lack of independent judicial 
judgment on the law and facts, there be- 
ing a question of confiscation involved. 
The petitioner cited two United States 
Supreme Court decisions (PUR1920E 
814 and 14 PUR NS 397) which sup- 
ported its position, and they were declared 
to be conclusive in this case. The cause 
was therefore remanded to the trial court 
for findings and conclusions based on its 
independent judgment. Southern Conti- 
nental Teleph. Co. v. Tennessee R. & Pub. 
Utilities Commission, December 9, 1955. 


Revenue Refund Plan to Finance Water Plant Disapproved 


Le necessity of presenting an adequate 
financial plan in a certificate proceed- 
ing was stressed by the California com- 
mission. A corporation, formed by a land 
development company to provide water 
service to a newly developed residential 
project, proposed to acquire the necessary 
plant. This had already been installed by 
its parent corporation. The acquisition was 
to be effected by a stock issue to the parent 
to cover a portion of the facilities and by 
payments amounting to 22 per cent of the 
revenues derived from the system over a 
period of twenty years to cover the bal- 
ance of the property. Future expansion 
was also to be financed by means of such 
revenue refunds. 


Financial Ability 


The applicant intended to rely on the 
parent development company for general 
office, bookkeeping, and accounting serv- 
ices, as well as for upkeep and repairs to 
the water system. Despite the high rates 
and charges requested, it was apparent 


that revenues would be insufficient to sat- 
isfy the applicant’s plan. It was proposed, 
moreover, to use depreciation funds to 
meet the 22 per cent revenue refund re- 
quirement. 

The commission concluded that the fi- 
nancial showing in the application was 
wholly inadequate and contrary to the pub- 
lic interest. Under the proposed plan the 
applicant could not survive alone but would 
be entirely dependent upon its parent. 


Main Extension Rule 


It was observed that the revenue refund 
plan was at best a misapplication of the 
“main extension” rule, which is applicable 
only to the extension of mains from op- 
erating systems. The plan of acquisition 
proposed, said the commission, was most 
inappropriate. 

Dismissing the application without 
prejudice, the commission indicated that 
it would reconsider its action if the appli- 
cant would present a satisfactory plan for 
the acquisition of facilities and could show 
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that its operations might have some rea- 
sonable prospect of financial survival and 
perpetuity of service. The applicant should 
look toward an adequate capital structure 


Service Extension 


HE Utah commission turned down a 

request to order a water company to 
extend service. The obligation of a public 
utility, said the commission, is to render 
reasonable and adquate service to all per- 
sons within its service area. The utility 
must make additions and improvements 
required to serve adequately and satisfac- 
torily and must be alert to the present and 
future needs of its customers. 

In consequence of this obligation, and 
particularly with reference-to a water util- 
ity, there must be a defined area which 
the company proposes to serve, since the 
lifeblood of a water system is the water 
and a satisfactory supply cannot be manu- 
factured. 


Map Defines Service Area 


A map filed by the company with the 
commission was held definitive of the com- 
pany’s service area. The applicants were 
all outside such area. The commission 
pointed out that even though it had the 
power to order the company to extend 


e 


to finance the ultimate development, the 
commission said. Re Woodside Oaks Wa- 
ter Co. Decision No. 52010, Application 
Nos. 36997, 37053, October 4, 1955. 


to New Area Denied 


e 


service outside the area it professed to 
serve, the circumstances in this case would 
not warrant such action. 

If such action were taken, other prop- 
erty owners adjacent to the area served 
by the company could demand that serv- 
ice be extended to them and there would 
be no place to stop. The company would 
be compelled to expand its system far be- 
yond what was contemplated and outside 
the sphere of its duty and responsibility. 
Such expansion could very well impair or 
destroy further expansion of service with- 
in the area. 

The applicants were found to have 
readily available water service from other 
sources. 

The water company had never directly 
or impliedly offered service. The commis- 
sion further found that the company pres- 
ently owned no more than sufficient water 
to meet the present and future require- 
ments of its service area. Nowlan v. Union 
& Jordan Irrig. Co. Case No. 4179, De- 
cember 6, 1955. 


Telephone Company Rule on Service Discontinuance 
For Illegal Use Upheld by Commission 


— customer of a telephone com- 
pany petitioned the Massachusetts 
commission to order the company to re- 
store service, which had been discontinued 
upon the company receiving word from a 
law enforcement agency that the instru- 
mentality had been used for illegal pur- 
poses. 
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A regulation of the company author- 
ized it to take such action. 

The commission was asked to review its 
holdings in previous cases and to find, 
among other things, that the regulation 
was not a reasonable rule and that the 
procedure was unconstitutional as depriv- 
ing the applicant of property without due 
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process of law. After considering the cus- 
tomer’s contentions, the commission saw 
no reason to reverse previous holdings, and 
it dismissed the action. 


Police Request for Service Denial 


The argument was advanced that the 
police should not be permitted to have the 
power to deny telephone service to an 
individual without good reason. The com- 
mission stated it had as little sympathy 
with a police state as had any one, but did 
not believe that it was the proper tribunal 
to determine whether or not police action 
was justified. The commission made it 
clear that it was not dealing with the rea- 
sonableness of the action of the police, 
in this case, but only with the tariff of the 
telephone company and whether or not 
the company was justified in doing what 
it did. 

The commission agreed that it would 
be an intolerable situation for the police 
to be able to prevent a person from en- 
joying any public utility service on mere 
suspicion or without reason. The commis- 
sion further noted that there was substan- 


tial conflict in the courts in other states 
as to whether the regulation in question 
was a reasonable one, but thought that 
sound public policy dictated that it con- 
tinue to follow the line of cases which 
considered the regulation valid and rea- 
sonable, leaving the ultimate determina- 
tion as to the reasonableness of the atti- 
tude of the police up to the courts. 


Constitutional Right to Service 


As to the constitutionality of the tariff 
provision, the commission pointed out that 
one did not judge the reasonableness of 
a business regulation by constitutional 
standards. Moreover, there is no constitu- 
tional right to utility service, since it is 
not property, the deprivation of which is 
forbidden by the federal and state con- 
stitutions. Nor was the petitioner being 
denied equal protection of the law. He 
still had his legal remedy by way of a court 
action, which was in no way affected by 
the refusal of the commission to take 
jurisdiction. Holt v. New England Teleph. 
& Teleg. Co. DPU 11544, December 
20, 1955. 


Service or Exclusion Ultimatum Given Mutual 
Telephone Company 


_, of a certain area asked the 
Illinois commission to revoke the cer- 
tificate of public convenience and necessity 
granted to a telephone company. Allega- 
tions were advanced that the company, a 
mutual organization which had submitted 
itself to commission jurisdiction, had re- 
fused to render service unless the residents 
built and maintained their own lines and 
facilities. The area in question was 2} 
miles long and 2 miles wide, and there 
were twenty-five applicants desiring serv- 
ice. 


The commission denied the request for 
revocation, stating it was not in the best 
interest of the public. The company, how- 
ever, was directed to construct and main- 
tain necessary lines and facilities to pro- 
vide adequate service to the residents in 
the area within ninety days. In the alterna- 
tive, the company was ordered to revise 
its exchange boundary map to exclude the 
area in question, thus permitting adjacent 
utilities to serve the residents. Romano v. 
Brighton Teleph. Co. 42645, December 
20, 1955. 
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Depreciation and Taxes Do Not Require Working Capital 


HE Minnesota commission authorized 

a telephone company to increase its 
rates so as to produce a return of 5.75 
per cent. The return was considered rea- 
sonable when applied to a fair value rate 
base. 

A composite depreciation rate was 
fixed at 4.18 per cent. 

The company had claimed a cash work- 
ing capital allowance amounting to six 
weeks’ operating expense, or six fifty sec- 
onds of proposed pro forma expenses in- 


cluding operating taxes and income taxes 
but not including depreciation. Taxes, said 
the commission, are accumulated consid- 
erably in advance of payment, so they 
should not be included in a computation 
of working capital requirements. The 
commission considered operating expenses 
other than depreciation and taxes and au- 
thorized an allowance based on six weeks’ 
operating expense, exclusive of deprecia- 
tion and taxes. Re Minnesota Teleph. Co. 
M-3852, November 23, 1955. 





Other Recent Rulings 


Apportionment of Crossing Expense. 
The Missouri commission commented 
that, although it had authority to appor- 
tion the expense of relocating telephone 
and telegraph wires in connection with a 
railroad crossing, such authority was lim- 
ited to apportioning the expense between 
the railroad and highway commission, and 
could not be taxed against telephone or 
telegraph companies. Missouri State 
Highway Commission v. Thompson, 
Trustee, Case Nos. 13,063, 13,065, Octo- 
ber 20, 1955. 


Certificate Transfers. The supreme 
court of Nebraska held that where a cer- 
tificate is not dormant, it may be trans- 
ferred on commission approval if the 
transfer will be consistent with public in- 
terest, will not unduly restrict competi- 
tion, and if the transferee is fit, willing, 
and able to perform the service proposed. 
Caudill v. Lysinger, 72 NW2d 684. 


Orders Reviewable. The supreme court 
of Nebraska held that an order by which 
the commission, after overruling motions 
to dismiss a complaint against motor car- 
riers and a motion for rehearing, ordered 
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a hearing on the complaint, was proce- 
dural and interlocutory in character and, 
therefore, was not appealable. Houk v. 
Beckley, 72 NW2d 664. 


Substandard Clearance at Crossing. The 
Missouri commission denied an applica- 
tion by a city for authority to retain and 
use as a barge dock an overhead crossing 
which had substandard clearances and was 
closed to the public, stating that since it 
would not authorize such a structure to 
be erected, it could not approve its reten- 
tion. Re City of Jefferson, Case No. 
13,258, December 15, 1955. 


Station Agency. A railroad was author- 
ized by the Missouri commission to close 
a freight agency station in a small town, 
notwithstanding a threefold excess of 
revenues Over expenses, where it was 
shown that only a few outbound carload 
shipments were handled, that agency 
service for less than carload shipments 
was supplied by motor carrier, and that 
the nearest agency station would there- 
after be only 7 miles distant. Re St. Louis- 
S. F. R. Co. Case No. 13,113, December 
16, 1955. 
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Here’s Delta-Star’s new, improved metal enclosed, isolated 
phasé bus with telescoping covers, ready for shipment. 


Thorough testing proves the engineering sound- 
ness of Delta-Star’s new telescoping-cover bus. 


Lower costs—install new 


DELTA-STAR isolated phase | 
bus with BGC) TET ONC eae is, of tecnincover comping sine wi 


: é bus area. Saves time and money on inspection 
Simplified installation and time and money-saving mainte- and maintenance. 
nance readily explain the popularity of Delta-Star’s new 
metal enclosed, isolated phase bus. 


Installation is simplified by eliminating bolted covers. Lon- 
gitudinal sections 6 to 8 ft. long are pre-assembled and shipped 
in lengths as large as your facilities can handle. Telescoping 
covers are clamped into position and locked with two screws. 
There are no longitudinal gaskets to install. 


Inspection and maintenance is quick and easy. Simply 
unlock the telescoping covers and slide them back. Spring 
loaded clamping assures air-tight seal against elements, mois- 
tur: and dust. 

Clamping rings securely locked and bolted in 


There’s no question about cutting installation and mainte- position. Spring pressure and circular gaskets 
maintain tight seal. Use of circular gaskets 


nance costs when you install the new Delta-Star telescop- cedienns: gtilinthily by 30%. 
ing-cover isolated phase bus. Investigate soon. 


For the best in high voltage electrical equipment—specify DELTA-STAR 


DELTA-STAR ELECTRIC DIVISION 


i H. K. PORTER COMPANY, INC. 
is OF PITTSBURGH Veer 


babetacenestemnc Sw 2437 Fulton Street * Chicago 12, Illinois 


Op, RY 
District Offices in Principal Cities ER coMPr. 
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lf your problem concerns UTILITY RATES, 


you will want these two companion volumes 


Preparing 
for the 
Utility 
Rate Case 


by Francis X. Welch, 

B. Litt., LL. B., LL. M. 
320 pages 
Price $10 


MONG the values of this compilation of experiences 

taken from the records of actual rate cases, are the 

reviews of methods and procedures, which have been 
found helpful in — 


& simplifying and speeding up rate 
case groundwork 
> saving time and expense of participants 
© cutting down “lag losses” 
®& increasing the confidence of investors 


all of which are in the public interest. 


The volume does not offer a program of standardized 
procedures for rate case preparation, but reviews the 
plain and practical methods that have been used. 


The chapter headings indicate the coverage: 


The Birth of the Utility Rate Case 
Public Relations and the Rate Case 
The Birth of Utility Company Rate Opposition 
The Nature of the Utility Rate Proceeding 
Events Leading Up to the Rate Case 
Selection and Function of the Attorney 
The Grand Strategy of the Rate Case 
The Mechanics of Rate Case Preparation 
Proof of the Rate Base 
The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 
Completing the Rate Base; Working Capital 
Operating Expenses 
Operating Expenses, Continued— 
Annual Depreciation 
The Rate of Return 
Rate Adjustments—Allocations 


Conduct 
of the 
Utility 

Rate Case 


by Francis X. Welch, 

B. Litt., LL. B., LL. M. 
400 pages 
Price $12.50 


HIS companion volume deals with those procedural 

matters which come after the preparatory stages of 
the rate case. It presents for the first time the practical 
problems of conducting the case — 


> filing the application 
> introducing the evidence 


& examining the witnesses, etc. 


In fact, it explains the time-saving and effective ways of 
making the step-by-step progress toward the rate decision, 
including information concerning the requirements for 
appeal and review. 


Here are the chapter headings: 


Assisting In the Rate Case Preparation 

The Formal Approach to the Rate Case 

The Attorney-Client Relationship 

Preparing The Petition or Application 
Preparing the Testimony 

Parties—Rate Complaints—Rate Investigations 


Negotiations Before Hearing— 
Prehearing Proceedings 


Setting and Opening The Hearing 
Examination In Chief 
Cross-Examination and Rebuttal 
Evidence in a Rate Case 


The Case for Complainants or Rate 
Increase Protestants 


The Expert Witness 


Motions, Interlocutory Procedures, Arguments, 
Briefs and Decisions 


Appeal and Review 


Never before has anyone attempted to bring together, in relatively small compass, a comparable 


exposition and guide. 


PUBLIC UTILITIES REPORTS, INC., Publishers 
NEW BOOK DEPARTMENT 
309 MUNSEY BUILDING 
WASHINGTON 4, D. C. 
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Industrial Progress 


General Telephone System 
Has $500,000,000 Program 


)ONALD C. POWER, president of 
feneral Telephone Corporation, an- 
wnced recently that the telephone 
mpanies within the General System 
ould spend more than $500 million 
1ring the next three years for expan- 
on and development of telephone fa- 
lities. ‘We expect to gain half a 
illion telephones through internal 
rowth during the same period,” Mr. 
ower added. 

In addition to the expansion of its 
lephone facilities, General’s manu- 
ncturing subsidiary, Automatic Elec- 
ic Company, will spend $16 million 
ring 1956-57 to build a new factory 
1 the outskirts of Chicago. It 
lanned that the factory will be in op- 
ation in 1957. 


Atlantic City Electric to Add 
Extension at Deepwater 


S part of its recently announced ex- 
sion program, Atlantic City Elec- 
ic Company has awarded a contract 
) Gibbs & Hill, Inc., New York con- 
lting engineers, for the design of an 
stallation as an extension to its 
eepwater, N. J. steam generating 
ation. Designated as Unit No. 7, the 
tension will represent an investment 
about $8,550,000.00. Its principal 
nction will be to provide process 
kam and to generate 23,000 kw. of 
-procuct electricity for E. I. duPont 
P Netwours & Company’s Chambers 
orks at Deepwater. 


is 


ew EEl Campaign Promotes 
Electric Freezers 
‘REL ZER Living is Leisure Liv- 
§, a .mpaign to acquaint the mod- 
n hou: ewife with the joys of electric 
tezer living, has just been an- 
puncec: by the Edison Electric Insti- 
te. Part of the 1956 Co-ordinated 
omoti nal Programs the campaign 
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will extend through the months of 
May, June, July and August. 

In making the announcement, Rob- 
ert L. Coe, chairman of the EFI Resi- 
dential Promotion Committee and resi- 
dential sales manager of the Union 
Electric Company of Missouri, stated 
that utilities and dealers used nearly 
14,000 sets of similar freezer material 
in 1955. With the expected increase 
in freezer and refrigerator-freezer 
sales in 1956, the participation in the 
EI freezer promotion will increase 
materially. 

The promotional kit for the Co-or- 
dinated Campaign contains wall and 
window banners of varying sizes and 
shapes, and a salesman’s reminder 
with adhesive back to place on the 
door or cover of the appliance. Also 
available is a consumer’s leaflet to give 
to store traffic. 

Samples of the “Freezer Living is 
Leisure Living” material will be dis- 
tributed to national publicity media, 


utilities, manufacturers and related 
organizations on February 1, 1956. 
The deadline for orders is February 
24th with bulk shipments going to 
utilities on March 16th. 


Georgia Power Plans 
$41,000,000 Expansion 


GEORGIA Power Company has a. 
$41,000,000 construction program 
planned for 1956. 

Harllee Branch, Jr., president, said 
the figure exceeds 1955 expenditures 
by $12,000,000. 

Projects at Plant Yates, located on 
the Chattahoochee river between New- 
nan and Carrollton, represent the 
largest item in the budget. 

Some $13,600,000 will be spent on 
two steam-electric generating units at 
Plant Yates. The ultimate capacity 
there will be 550,000 kilowatts, mak- 
ing Plant Yates one of the largest in- 

(Continued on page 26) 
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Common and Prytrred Dividend Notice 


January 25, 1956 
The Board of Directors of the Company has declared 
the following quarterly dividends, all payable on 
March 1, 1956, to stockholders of record at close of 
business February 6, 1956: 


Preferred Stock, 5.50°% First Preferred Series. . .$1.3714 
Preferred Stock, 5.00°/ Series 

Preferred Stock, 4.7594 Convertible Series 

Preferred Stock, 4.50% Convertible Series 


Amount 
per Share 


$ 
"ice c Secretary 


LOUISIANA 






































INDUSTRIAL PROGRESS—( Continued) 


vestor-owned generating plants in the 
South. 

Plant Yates already has three 100,- 
000-kilowatt units, with a fourth 
scheduled for completion in 1957 and 
a fifth in 1958. Both units under con- 
struction are 125,000 kilowatts. 


Companies to Share 
Atomic Information 
FOUR power companies serving the 
Carolinas have formed a committee to 
discuss information on atomic fuels 

for power generation. 

H. B. Robinson, general manager 
of Carolina Power & Light Company, 
said a four-man committee to ex- 
change ideas on nuclear energy will 
represent Carolina Power & Light 
Company, Duke Power Company, 
Virginia Electric Power Company and 
South Carolina Electric and Gas Com- 
pany. 

The committee grew out of a recent 
conference of executives of the four 
companies. In addition to acting as an 
“information exchange center,” the 
group later may serve in an advisory 
capacity. 

Its members are: Raymond Talton, 


production engineer, CP&L; H. W. 
Oetinger, executive assistant, Duke ; 
k. M. Hutcheson, system manager- 
production, VEPCO; and George 
Dibble, manager of production and 
transmission, SCE&G. 


New 1500 MVA Oil Circuit 
Breaker Developed by 
Federal Pacific 


A NEWLY developed oil circuit 
breaker, conservatively rated at 1500 
mva for 115-kv, 800-ampere service 
has been announced by R. W. 
Hutchinson, product sales manager 
for the Pacific Switchgear Division, 
Federal Pacific Electric Company, 
San Francisco, California. 

The new breaker, designated as type 
JHE-54, features two-break rotary 
design with type OA-4 hydraulic op- 
erating mechanism. Thorough labora- 
tory tests indicate that its interrupt- 
ing ability is beyond the conservative 
rating of 1500 mva. Its design facili- 
tates adjustment and maintenance and 
contributes to unusually quiet opera- 
tion during 5-cycle operating time. 

Type JHE-54 breakers are skid 








American Appraisals of reproduction 
cost may affect rates 


An American Appraisal report of the cost of repro- 
duction provides convincing evidence in the prepa- 
ration of an appeal for adjusting rates to provide 


a more equitable return. 


The 


AMERICAN APPRAISAL 


Company 


Leader in Property Valuation 
Home Office: Milwaukee 1, Wisconsin 


mounted and shipped completely g 
sembled with bushings in place, D 
tailed description of the new break, 
may be obtained on request to the P. 
cific Switchgear Division, 5815 Thi 
street, San Francisco 24, California 


Arizona Public Service to Spe 
$16,786,400 on Constructio 


APPROVAL of a $16,786,400 co 
struction budget for 1956 has beg 
announced by John M. Jacobs, chaj 
man of the board of directors of A 
zona Public Service Company. 
Mr. Jacobs pointed out that tot 
construction expenditures are low 
than in previous years because no ge 
erating installations are planned { 
1956. He emphasized, however, t 
this is the largest amount ever spe 
by the company in any one year 
build and improve electric and gas f 
cilities other than generating units, 
Of the total, $11,242,000 will | 
spent for the company’s electric s 
tem, $3,162,200 for gas facilities, $ 
522,000 for the electronic Data Pro 
essing System and $860,200 for get 
eral properties. 
(Continued on page 28) 
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P.U.R. QUESTION SHEETS 


an educational opportunity 


With the least possible expenditure of time, effort 
and money, utility executives, lawyers, accountants, 
engineers and others interested in any phase of pub- 
lic utility regulation can keep well informed through 
these brief, four-page leaflets issued every two 





They consist of 10 questions and 10 authoritative 
answers based on current decisions revealing court 


and commission views pro and con. Annual sub- 


Send your order to 


Public Utilities Reports, Inc., 
Munsey Building, Washington 4, D. C. 
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Ma ci C=t eT Hel T ELIE CLS ea 


V V hen Tutankhamen, King 
of Egypt, was put to his rest, it 
was to be forever. His was to be 
a permanent monument, and 
his body was mummified with 
unique skill. These burial prepa- 
rations went a long way toward 
overcoming the destructive 
effects of time. King Tut’s 
mummy still exists today—over 
3,000 years after it was interred 
in the valley of the tombs of 
the kings. 


UiSPa SW Pied aU i Leeded ad PT 3 


teerwasieaegaontnaadg@atkaunrtohmueasa 


Especially Built For Burial 


Like King Tutankhamen’s mummy, many Kerite Cables are especially built 

for long-time burial. But these Kerite Cables do not enjoy the favorable dry, 
almost air-tight conditions of King Tut’s tomb. These cables must withstand 

all the adverse conditions encountered in direct burial in the ground 

from the Arctic to the Tropics. Yet when these underground cables are unearthed, 
sven after years of service, they are, unlike King Tut, very much alive. 

The name Kerite is recognized, the world over, as the hallmark of endurance. 


tative 
court 


sub- 


The value and service life of a product can be no greater than the integrity and craftsmanship of its maker. 


KERITE CABLE 


THE KERITE COMPAN Y—30 Church St., New York 7, N. Y. 
Offices also at 122 S. Michigan Ave., Chicago; 582 Market St., San Francisco; 
3901 San Fernando Rd., Glendale 4, Calif.; 31 St. James Ave., Boston 








INDUSTRIAL PROGRESS—(Continued) 


Mr. Jacobs also announced that the 
directors had given the “go ahead” 
signal for the purchase of a Univac 
Electronic Data Processing System 
from the Remington Rand division of 
Sperry Rand Corporation. Company 
employees, outside consultants and a 
scientific research organization have 
spent more than sixteen months in in- 
tensive study of the Univac and other 
types of similar machines, said Mr. 
Jacobs. These studies show that the 
use of an electronic data processing 
system will not only result in mone- 
tary savings but will streamline many 
company operations to a high degree 
of efficiency, Jacobs stated. 


$35,014,000 Expansion Planned 
By Alabama Power 


ALABAMA Power Company an- 
nounced recently that its board of di- 
rectors had approved a construction 
budget of $35,014,000. This is the 
sixth consecutive year that the com- 
pany’s construction expenditures have 
been more than $25 million. 
Among important items are nearly 
nine million for the completion in 


1956 of the installation of a 156,250 
kilowatt generating unit at the new 
$25 million No. 3 plant at Gorgas. 
Another generating unit of 190,000 
kilowatt capacity has been ordered for 
this plant; construction on the exten- 
sion to house it will get under way be- 
fore spring. Total cost of this build- 
ing extension and generating unit, 
scheduled for completion in 1958, also 
will be approximately $25 million. 

If the company reecives necessary 
approvals it will proceed with its 
Coosa river projects. The cost of these 
projects has been announced as ap- 
proximately $110 million. Officials of 
the company also hope that it will be 
possible to start work on the Warrior 
river projects before the end of 1956. 
The Warrior projects include a dam 
and hydro generating plant near New 
Hope, and installation of generator at 
the U. S. Government Lock 17 at an 
estimated total cost of nearly $41 mil- 
lion. 

Transmission line and substations 
improvements will cost nearly $64 
million, while additions, extension and 
improvements in distribution facili- 
ties will total over $13 million. 


Power Reactor Development 
Company Formed 















THE Power Reactor Developme 
Company, a non-profit corporatio 
has been formed to design, constry 
and operate a developmental fast-ne 
tron breeder reactor, it was announce 
recently by The Babcock & Wileg 
Company, one of the 26 firms involve 
in the project. 

The new organization wi'! car 
out the atomic reactor power pla 
project initiated by The Detr«'t Ed 
son Company and a number «f othd 
electric power, manufacturing nde 
gineering concerns including B&\ 
This project was proposed last Var 
as a part of the U. S. Atomic !nerg 
Commission’s Power Demonsiratic 
Reactor Program. The Al a 
nounced on August 8th that the pr 
posal provided an acceptable basis f 
negotiations under that program, 

The new company was organiz¢ 
to consolidate the efforts of those ha 
ing an interest in breeder reactor d 
velopment. Most of the companies no 


(Continued on page 30) 



































This advertisement is not an offer to sell or a solicitation of an offer to buy these securities. 
The offering is made only by the Prospectus. 


New Issue 


75,000 Shares 








Atlantic City Electric Company 


Common Stock 
($6.50 Par Value) 





Price $28.125 per share 





Copies of the Prospectus may be obtained from such of the undersigned and others 
as are qualified to act as dealers in securities in this State. 


Union Securities Corporation 


February 1, 1956 


Smith, Barney & Co. 
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This machinist is “miking” a disc for one of the largest butterfly valves ever 
built — 192” diameter. Newport News built 3 such valves, each weighing 446,000 
lbs., for the Ross Power Plant, Skagit Project, Department of Light, City of 
)) Seattle, Washington. Designed for a water flow of 3,620 cu. ft. per sec., and a 
i hydrostatic pressure of 290 psi., these valves were shop tested by Newport News 
at 450. psi. They are hydraulically operated with oil at 1,500 psi. pressure. 


‘Bith ofa 200-ton 2 a 


This disc for a 16-foot butterfly valve reflects two basic advantages 
of Newport News fabrication... 





First, it exemplifies the careful attention Newport News crafts- 
men give to every detail. And secondly, it attests to the quality with 
which Newport News produces in massive equipment for public 
utilities and allied industries...due to Newport News’ high inte- 


gration of skill and production facilities. N E W P OR T 
Additional advantages accrue to customers from extensive work 
conducted in Newport News’ testing laboratories on problems re- NEWS 


lated to water power equipment. 





Shipbuilding and 


Avail yourself of the engineering talent, along with the special- 


ized production techniques and the skill of Newport News crafts- Dry Dock Company 
men operating vast steel fabricating shops, five huge machine shops, Newport News, Virginia 


drop forging and die facilities along with acres of brass, iron and 
steel foundries. 


Let us bid on equipment for your present or future projects. 
If you are not familiar with the way Newport News can help you, 
write for our illustrated booklet entitled “Water Power Equipment” 


"e ... It’s yours for the asking. 


‘ ala oe OM . 


Safe, smooth pipelaying on Pittsburgh utilities job—by Cleveland “80W.” 


cre¥giAws 
want 


f . j eS 


Same job—same day—same “80W”— backfilling and tamping. 


PIPELAYING, BACKFILLING and trench compaction, too, where 


needed — each done expertly by the Cleveland “80W.” This modern 


machine substantially reduces equipment and manpower require- 
ments on underground construction jobs of all types. That’s why 
sO many users equip each of their crews with a versatile “80W.” 
Check its complete performance features—see how it fits your pro- 
gram—put it to work for you. You’ll be money ahead when you do. 


See your local distributor 


THE CLEVELAND TRENCHER COMPANY « 20100 St. Clair Ave., Cleveland 17, Ohio 


CLEVELAND 




















INDUSTRIAL PROGRESS 
(Continued ) 


involved in the proposed constructig 
project have been engaged in atom; 
power plant research and develo 
ment for five years or more. }}; 

& Wilcox formed an Atomic Energ 
Division in April, 1953 to consoliday 
the firm’s activities in the field. Powe 
Reactor Development Company w; 
represent the interests of the 26 con] 
panies involved. 

It was pointed out that the new o 
ganization seeks no exclusive be 
as a result of this project. Th: 
pany is dedicated to research ar 
velopment in the use of nuclear f 
and the results will be made ay «il 
to the Atomic Energy Commissiin; 
to others as directed by the C 
sion. Walker L. Cisler, presid:: 
The Detroit Edison Compan, 
been elected president of the ne 
poration. 

Further organization for the car 
ing out of the project is now 
perfected, and the work is expecied t 
move forward rapidly. In an applic 
tion for the necessary licenses, filed r 
cently with the Commission, it 
stated that, subject to AEC approva 
the reactor would be built on proper 
owned by Detroit Edison. 


Appalachian Electric to Build 
450,000 KW Plant 


PLANS for the construction of a m 
jor steam-electric generating plant | 
southwest Virginia by the Appalachia 
lectric Power Company were ai 
nounced recently by Philip Spor 
president of Appalachian and its par 
ent company, American Gas ani 
I“lectric Company. 

The plant will be built on proper 
of the Clinchfield Coal Corporatio 
Joseph P. Routh, chairman of Th 
Pittston Company and of Clinchfiel 
Pittston’s subsidiary, said that Clinch 
field was setting aside 40,000,000 ton 
from its large reserves which woul 
be dedicated to supply coal for the ney 
plant over a 30-year period uncer i 
contract with Appalachian. 

The power station will be known 4 
the Clinch river plant, will have 4 
initial generating capacity of 450,00 
kilowatts, and will cost an estimate 
$55,000,000. It is the second plant 0 
this size to be announced for the AG! 
System in the past week. al 

Coal from the extensive Clinchtiel 
property will provide fuel for th 
plant’s two 225,000-kilowatt generat 
ing units. Together they are execte 
to consume a total of 1,300,000 tons 
coal per year, all of which will be su 
plied by the Clinchfield Coal Corpor 
tion. 





FOR CLEANER 
COOKING 


folumbia Gas System 


delivers a modern miracle 
24 Hours-A-Day! . 


\ f FOR CHEAPER 
% \ DRYING 
lant 4 


Jachia 


FOR INSTANT 
HOT WATER 


* 
COLUMBIA 
GAS 


SYSTEM 
* 
* 


© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 
pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Central Kentucky Natural Gas Company; 
COLUMBUS GROUP: The Ohio Fue! Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
Company, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 
stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 








Announcing an authoritative treatise on 


RATE OF RETURN 


by Ellsworth Nichols 
the book you've been waiting fe 


Ons of the most important subjects, if not the most important subject, constantly confronting utility 
managements, regulatory commissions and others concerned, is the amount of return to be allowed 
public utility companies and how best to determine that return. After almost four 

years of research, study, and analysis, Ellsworth Nichols, Editor 

of PUBLIC UTILITIES REPORTS and author of other 


publications on regulation, has completed his new volume, 


“Rate of Return.” 


Throughout the work, emphasis is placed on the ruling prin- 
ciples of courts and commissions concerning the various factors 
to be considered, the weight to be accorded such factors, and illus- 


trations of the application of the principles discussed. 


Sone tN 


The volume contains 25 chapters, each dealing with an important etLATION 


we 


phase of the subject. 
Theory of Return in Rate Capital Costs of Related 
Regulation Companies i 
Confiscation Capital Structure es 


Right to Fair Return Cost of Debt Capital 
Amount to be Allowed Cost of Preferred Stock Capital eli see 


Attraction of Capital Cost of Equity Capital 
Comparable Earnings Financing Costs 

Risk or Absence of Risk Illustrations of Capital Cost 
Economic Conditions Efficiency of Operation and 
Intercorporate Relations Management 

Cost of Capital As a Factor Character of Service 


Principles Governing Capital Rate Base Theory as a Factor 
Cost Past Earnings or Losses 


Economic Conditions Affecting Miscellaneous Factors 
Capital Cost Operating Ratio 


An important aspect of this editorial achievement is Mr. Nichols’ review of more than a thousand decision 
on “Rate of Return,” contained in over two hundred volumes of Public Utilities Reports. This extensive ma 
of material, together with related materials from other sources, have been condensed into 500 pages under 
single cover and constitute the most authoritative and comprehensive treatment of the subject ever published 


Kept up to date by the addition periodically of pocket supplements containing the latest rulings, 4 


cisions and discussions dealing with the subject “Rate of Return.” 


Order your copy today 
Price $15.00 


PUBLIC UTILITIES REPORTS, INC.—Publishers 


NEW BOOK DEPARTMENT 
309 MUNSEY BUILDING 
WASHINGTON 4, D. C. 








PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Ratés 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 














DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, REPORTS, APPRAISALS AND MANAGEMENT 











%* Standby 
% Augmentation 
%*% 100% Town Supply 


Design ¢ Engineering ¢ Construction 


1D) 0.0.62 & TOWNSEND 11 WEST 42ND STREET NEW YORK 36,N. Y. 





Jord, Bacon & Davis 
“sernig™ Engineers °qnsrtexr:” 


NEW YORK @ CHICAGO @ LOS ANGELES 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





GIBBS & HILL, inc. 


CONSULTING ENGINEERS 
DESIGNERS ¢ CONSTRUCTORS 
NEW YORK LOS ANGELES 

















GILBERT ASSOCIATES, INC. 
GA ENGINEERS ©@ CONSULTANTS © CONSTRUCTORS 
607 WASHINGTON ST. 
FOUNDED 1906 READING, PA. 


@ WASHINGTON @ PHILADELPHIA e NEW YORK 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 
55 Liberty Street New York 5, N. Y. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 














GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West 5th Ave., Columbus (12) Ohio 
Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 














HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE ° COLUMBUS, OHIO 
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JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—IN VESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — Cmognite ye TS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND ‘CONTINUING PROPERTY RECORD 
DETERMINATION 











The Ru ji an lopowlion 


1 
ENGINEERS ° CONSTRUCT ORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION ¢ MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
ii Utility Management Consultants Specializing in REGULATORY 
WATER COST ANALYSIS “PROBLEMS 
for past 35 years 
Send for brochure: ''The Value of Cost Analysis to Management"’ 














N. A. LOUGEE & COMPANY 


Engineers and Consultants 
REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 

120 Broadway New York 











MIDDLE WEST SERVICE COMPANY 


Business and Engineering Consultants 
(INCLUDING JAY SAMUEL HARTT CONSULTING ENGINEERS 








Organization ¢ Corporate Practices * A ting © Budgeting ¢ Fi ing © Taxes * Stock Transfer * Apprai: Valuat *s 
Analysis « Cost of Money Studies * Depreciation Studies ¢ “Engineering ¢ System Planning * Industrial Engineering © rel Business ¢ Rates « Pricing 
Soles ond Marketing « Safety * insurance * Pensions * Employee Welfare * Public Relations * Advertising * Personnel ¢ Industrial Relations 


20 NORTH WACKER DRIVE e« CHICAGO 64, ILLINOIS 


Mention the FortniGHTLY—I?t identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 
Pioneer Service & Engineering Co. 


PIOPEERS >} 








CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 
231 SOUTH LA SALLE STREET 








CHICAGO 4, ILLINOIS 








SANDERSON & PORTER 


ENGINEERS & 
AND 
CONSTRUCTORS 














Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 


Chicago 3, Ill. 











Stone & We bster DESIGN « CONSTRUCTION 


REPORTS + APPRAISALS 
ENGINEERING CORPORATION EXAMINATIONS 


CONSULTING 
ENGINEERING 
New York Boston Chicago Pittsburgh 


Houston 
San Francisco Los Angeles NYo aan 


Toronto 








The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—A ppraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 











Whitman, Requardt and Associates 


Publishers of the 35-year-old 


DESIGN — SUPERVISION HANDY-WHITMAN INDEX 
Public Utili 
REPORTS — VALUATIONS Seganaina nis tail 


Including Hydro-Electric Properties 


1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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Abram<’Aerial Survey 
Loporation 


Topographic and Planimetric Maps 
Mosaics, Plans G Profiles for all 
Engineering work. 

Abrams Blida. Lansina, Mich. 


PETER F. LOFTUS CORPORATION 


Design and Consulting Engineers 
Electrical * Mechanical * Structural 
_ Civil ¢ Thermodynamic ¢ Architectural 


FIRST NATIONAL BANK BUILDING 
Pittsburgh 22, Pennsylvania 


« 
‘Sp ou 
xisHED * 








EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 


910 Electric Building Indianapolis, Ind. 








LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LASALLE StT., CHICAGO 








rhoroughly Specialized 


~ RIGHT-OF-WAY 


PROCUREMENT 


From Title Search... 
..+To Damage Claims 


COATES FIELD SERVICE 


P.O. BOX 1581 OKLAHOMA CITY, OKLA. 





ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS anbd SERVICE CO. 


327 So. LaSalle St., Chicago 4, Ill. 














LUTZ & MAY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 








MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Insurance Surveys 








A. S. SCHULMAN ELEctTRrIc Co. 
Electrical Contracting Engineers 


TRANSMISSION LINES—DISTRIBUTION—POWER 
STATION—INDUSTRIAL—COM MERCIAL 
INSTALLATIONS 


CHICAGO Los ANGELES 











FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciation 
Investigations and Reports 


122 SoutH MICHIGAN AVENUE, CHICAGO 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 














JACKSON & MORELAND INC. 


Engineers and Consultants 
Design and Supervision of Construction 
Reports — Examinations — Appraisals 


Machine Design — Technical Publications 
BOSTON NEW YORK 











Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 
ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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Abrams Aerial Survey Corporation . 

*Allen & Company 

*Allis-Chalmers Manufacturing Company ; 
American Appraisal Company, The 
American Creosoting Company 

*American Telephone & Telegraph Company 
Analysts Journal, The 


Babcock & Wilcox Company, The 
Black & Veatch, Consulting Engineers 
*Blyth & Company, Inc. 
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Carter, Earl L., Consulting Engineer 
Cleveland Trencher Company, The 
Coates Field Service 

Columbia Gas System, Inc., The 
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--- the IBM 650—“electronic workhorse” 
of American industry! 


king day, one or more IBM electronic data process- 
‘ms are delivered to American business. Already 
these IBM electronic systems have been installed 
in use today. 

iblic utilities, too, the IBM 650 can deliver, in one 
‘ complete mechanization of paperwork—from the 
plication for service, through meter reading, meter 
udit, bill extension, billing, remittance accounting — 
its receivable! 

lition, the IBM 650 can be used for engineering 
ions, payroll, stores, transportation, and all other 
essing jobs. With IBM well-developed program- 
hniques, constant feed-back of new applications 


™m ou: customers, and equipment improvements, public 


utilities can promptly gain tremendous cost- and time-saving 
advantages. 

The IBM 650 is a proven, on-the-job system. On typical 
jobs it is now whittling a 50-hour job to 30 minutes for a 
large mail-order house . . . eliminating 15,000 printed docu- 
ments for a large railroad, and doing a complete customer 
billing job for a large electric company. 

Investigate the economies of IBM electronics today. Call 
your local IBM representative, or write: PUBLIC UTILITIES 
DEPARTMENT A56., International Business Machines 
Corporation, 390 Madison Avenue, New York 22, N. Y. 


on 
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“Oh, kick me!” cries Merchant Neal, v/ 
In a posture hardly genteel. pwd 

He bought trucks in haste, 


Then the costly fact faced, 
That he’d missed the Dodge Dealer’s Deal! 


If you buy a new truck after looking at 
only one make, it’s like making a deal in the 
dark. A smarter way to buy is to ‘“‘spotlight” 
real truck value—weigh and compare com- 
petitive claims with these Dodge truck facts: 


Most standard V-8 horsepower of all leading makes— 2- 
ton through 3%-ton range. You'll make faster trips— 
get more work done! 


Shortest turning radius. You’ll maneuver in traffic, and 
park more easily. 


Biggest cabs, with biggest wrap-around windshield. You’ll 
enjoy more comfort, safer vision. 


Highest payload capacities . . . pick-ups providing up to 
22% more payload than others. 


Prices down with the lowest. 
Next truck you buy, don’t deal in the dark. 


) Turn a bright light on the facts. See Dodge 
before you buy. 


e-= THE DODGE 
DEALER'S DEAL 
BEFORE YOU DECIDE 
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